IN THE UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF MISSISSEPPI

MISSISSIPPL INSURANCE DEPARTMENT,
by and through MICHAEL J. CHANEY, COMMISSIONER
OF INSURANCE FOR THE STATE OF MISSISSIPPL PLAINTIEFF

V5. CASE NO. 1:13CV379 LG-JMR

UNITED STATES DEPARTMENT OF HOMELAND SECURITY; RAND BEERS, in his
official capacity as the Secretary of the United States Department of Homeland Security;
UNITED STATES FEDERAL EMERGENCY MANAGEMENT AGENCY; W. CRAIG
FUGATE, in his official capacity as the Administrator of the United States Federal
Emergency Management Agency DEFENDANTS

FIRST AMENDED COMPLAINT

COMES NOW, Plamtiff, the MISSISSIPPI INSURANCE DEPARTMENT (*the
Department™), by and through MICHAEIL J. CHANEY, COMMISSIONER OF INSURANCE
FOR THE STATE OF MISSISSIPPI, and files this its Complaint against the Defendants, the
UNITED STATES DEPARTMENT OF HOMELAND SECURITY, RAND BEERS, in his
official capacity as the Secretary of the United States Department of Homeland Security,
UNITED STATES FEDERAL EMERGENCY MANAGEMENT AGENCY, and W. CRAIG
FUGATE, in his official capacity as the Administrator of the United States Federal Emergency
Management Agency, and states as follows:

L.

NATURE OF THE CASE

1. This is an action secking declaratory and injunctive relief from the "National Flood
Insurance Program", 42 U.S.C. § 4001, et seq., ("NFIP”) as amended by the "Biggert-

Waters Flood Insurance Reform and Modernization Act of 2012," H.R. 4348 (“BW-12")



b

(collectively "the Act™).
BW-12 was passed in July, 2012, and was signed by the President on July 6, 2012, [112
PL 141]. BW-12 extends the NFIP for five years, while requiring significant program
reform. The law requires changes to all major components of the program, including
flood insurance, flood hazard mapping, grants, and the manaéement of flood plains.
Many of the changes are designed to make the NFIP more financially stable, and ensure
that flood insurance rates more accurately reflect the real risk of flooding. What the
legislation significantly did not address is the effects of the changes on policyholders and
the affordability of flood insurance policies for those that truly cannot afford the
increases. While there are mandatory studies included in BW-12, specifically, 112 PL
141, § 100236, intended to examine affordability issues with a stated deadline which has
come and gone, the study has still not been completed and may not be completed for
several years to come. Additionally, there are other studies and reports mandated by
BW-12 by specified deadlines which have likewise come and gone and which FEMA has
yet to obtain. Without this crucial information, FEMA plainly lacked and continues to
lack the necessary information to avoid arbitrary and capricious decision making.
Although there are bills proposed in Congress that would roll back the premiuﬁns or
lengthen the time policyholders would have to move to full risk premium rates, Congress
did not act in time to avoid substantial rate increases scheduled by the Federal Emergency
Management Agency (“FEMA™) for October 1, 2013.

The passage of BW-12 is perceived as an oncoming economic disaster to Mississippi

citizens and other persons having homes or businesses located in a flood zone. Among
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other changes, the BW-12 phases out NFIP premium subsidies for owners of homes,
repetitive loss properties and others who have been shielded from higher premiums. The
law also requires new flood maps, some of which mean properties that were never
required to have flood insurance now have to have it. The changes are causing sizable
increases in renewal premiums for some property owners and requiring others to
purchase flood insurance for the first time. For others, the rising premiums are making it
difficult for them to sell their homes. The October 1, 2013 implementation of portions of
BW-12 will have a devastaling economic impact on the citizens of Mississippi,
particularly those regions which are still struggling to recover from Hurricane Katrina.

Under the Administrative Procedure Act (*APA”), a federal court possesses the authority
to "compel agency action unlawfully withheld or unreasonably delayed," 5 U.5.C. §
706(1). Because the stated purpose of the NFIP is to make “flood insurance coverage
available on reasonable terms and conditions to persons who have need for such
protection” remains unchanged by BW-12, the Department maintains that FEMA’s
failure to obtain the various studies and other assistance mandated by BW-12 prior to
October 1, 2013 amounts to an “agency action unlawfully withheld or unreasonably
delayed” subject to review and remedial action provided for under §706(1) of the APA.

1l.

JURISDICTION AND VENUE

The Court has in personam and subject-matter jurisdiction over the parties and issues
involved in this lawsuit. See, e.g., 28 U.S.C. § 1331 (action arises under the Constitution

and laws of the United States); 28 USC Sec. 1346(a)(2) (United States as a party
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defendant); 28 U.S.C. § 2201 (declaratory relief); and 28 U.S.C. §1361 ("The district
courts shall have original jurisdiction of any action in the nature of mandamus to compel
an officer or employee of the United States or any agency thereof to perform a duty owed
to the plaintiff.”). Furthermore, the Administrative Procedures Act, 5 U.S.C. § 701 et
seq., (“the APA™) provides for the review of agency actions and authorizes grants of
injunctive relief when appropriate, including but not limited to the circumstances
described in 5 U.S.C. §702 and §706(1).

Venue is proper before this Court under 28 USC §1391(e) because a substantial number
of NFIP policies affected by BW-12 are located on the coastal area, and the Mississippi
Insurance Department maintains an office in Gulfport, Mississippi. Furthermore,
although citizens of Mississippt throughout the entire State of Mississippi are affected by
the issues complained of herein, some of the most egregiously affected persons reside in
the Gulf Coast area of the State of Mississippi. The Mississippi Insurance Department
regulates and issues privilege licenses for the insurance agents and agencies that sell
flood insurance within the State of Mississippi, including both policies procured through
the National Flood Insurance Program and also excess or surplus flood insurance policies
sold through private companies.

| al.
PARTIES

Plaintiff, the Mississippi Insurance Department, is an agency of the State of Mississippi
created by § 83-1-1 of the Mississippi Code of 1972, which provides that the Department

of Tnsurance "shall be charged with the execution of all laws (except as otherwise



specifically provided by statute) now in force, or which may hereafter be enacted, relative
to all insurance and all insurance companies, corporations, associations, or orders.”
Section 83-1-17 of the Mississippi Code of 1972 further empowers the Commissioner to
compel compliance with the provisions of Title 83 of the Mississippi Code of 1972 with
respect to obligations, prohibitions, and the payment of taxes, fees, and penalties by and
upon foreign insurance companies ot other insurers, and compliance “may be enforced by
the comnussioner by suit in the name of the state.” Among other things the Department
licenses and regulates Mississippi insurance agents and agencies who sell and administer
flood insurance coverage under the Act. Furthermore, "[t]he duty and responsibility of
the Commissioner of Insurance is prescribed primarily for the protection of policyholders
and the public." Sanders v. Neely, 19 So.2d 424, at 430 (Miss. 1944). These duties
include, among others, approval of various policy forms, requiring the deposit of
sufficient securities with the state, and such other supervision as is provided for in the
interest of the policyholders, and the public at large. The Commissioner and the
Mississippi Attorney General’s office have similar authority to enforce the statutory
provisions relating to insurance by the institation of suit. Gandy v. Reserve Life Ins. Co.
279 So. 2d 648 (Miss. 1973). Michael J. Chaney is the duly elected Commissioner of
Insurance for the State of Mississippi, and is the chief officer of the Mississippi
Department of Insurance pursuant to § 83-1-3 of the Mississippi Code of 1972.

Defendant, the United States Department of Homeland Security (“DHS”), is an agency of
the United States Government, and is responsible for administration of the NFIP through

FEMA. DHS is sued by and through Rand Beers, in his official capacity as the Secretary
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of the United States Department of Homeland Security who may be served with process
pursuant to Rule 4 of the Federal Rules of Civil Procedure, FEMA is sued by and
through Craig Fugate, the FEMA Administrator, in his official capacity, who may be
served with process pursuant to Rule 4 of the Federal Rules of Civil Procedure. FEMA,
by way of its director, has the responsibility for providing "by regulation for general
terms and conditions of insurability which shall be applicable to properties eligible for
flood insurance coverage ....". 42 U.S.C. § 4013(a). The regulations, having by now long
been promulgated, are contained in 44 C.F.R. §§ 59.1-75.14 (2013).
V.

FACTS COMMON TG ALL COUNTS

Congress enacted the National Flood Insurance Act in 1968 "in response to a growing
concern that the private insurance industry was unable to offer reasonably priced flood

insurance on a national basis." Flick v. Liberty Mut. Fire Ins. Co., 205 ¥.3d 386, 387 (9th

Cir. 2000). NFIP is a federally-subsidized program designed to make affordable flood

insurance available to-the general public in flood proune areas. See, Gowland v. Aetna, 143
F.3d 951, 953 (5th Cir. 1998). Numerous reasons make it uneconomical for private
insurance companies, by themselves, to provide flood insurance with reasonable terms
and conditions; therefore, Congress authorized the creation of the NFIP "with large-scale
participation of the Federal Government ....". 42 U.5.C. § 4001(b); 4011(a).

Soon thereafter, Congress passed the Flood Disaster Protection Act of 1973, which
required property owners to obtain flood insurance coverage on property located m

federally designated special flood hazard areas in order to qualify for certain assistance or
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financing, See 42 § U.S.C. 4012a; Hofstetter v. Chase Home Fin., LLC, 2010 U.S. Dist.
LEXIS 84050, 2010 WL 3239773, at *4 (N.D. Cal. Aug. 16, 2010). Federally regulated
private lenders were prohibited from making a loan secured by property located in a
designated special flood hazard area unless flood insurance was obtained. 42 U.S.C.
4012a(b)(1).

Congress later enacted the National Flood Insurance Reform Act of 1994, which imposed
further obligations regarding mandatory flood insurance requirements. The Act
authorized federally regulated mortgage lenders and servicers to purchase flood insurance
for property in special flood hazard areas when borrowers with loans secured by such
property failed to purchase the minimum amount of flood insurance required under 42
U.S.C. 4012a(b). Prior to purchasing such insurance, the borrower was required to be
given proper notice and an opportunity to purchase insurance for him or herself. 42
U.S.C. 4012a(e). The amount of insurance required was "at least equal to the outstanding
principal balance of the loan ot the maximum Hmit of coverage made available under the
Act with respect to the particular type of property, whichever is less." 42 U.S.C.
4012a(b)(1)(A).

Today, the DHS’s FEMA administers the program by developing flood hazard maps that
are used to set flood insurance rates, regulate floodplain development, and inform those
who live in the “100-year” floodplain of potential flood hazards.

The recent flooding in Colorado, which has claimed the lives of at least 8 people and
damaged more than 19,000 homes, is a stark reminder that flood risk throughout the

United States is prevalent, costly, and lethal. It is not confined to the Gult Coast or any



15

16.

17.

coast for that matter; we find it in every state of the union.

FEMA has begun the process of increasing insurance rates on hundreds of thousands of
homeowners and small business owners across the United States as a result of BW-12.
Tmplementation of the Act is causing extreme increases in Mississippi’s flood insurance
rates. Some premiums may increase drastically according to the FEMA Administrator’s
September 18, 2013 testimony before the Committee on Banking, Housing, and Urban
Affairs of the Senate. See Exhibit A (Written testimony of FEMA Administrator and
NFIP Admistrator Craig Fugate before the Senate Committee on Banking, Housing, and
Urban Affairs, Subcommittee on Economic Policy hearing titled “Implementation of the
Biggert-Waters Flood Insurance Reform Act of 2012: One Year After Enactment™). Mr.
Fugate agiced that BW-12 raises affordability issues, but said in response to questioning
that his hands are tied. “Let me put my cards on the table, I need your help. T have not
found, my attorneys have not found a way ... [ do not have the answer you are looking
for. 1 need your help. Without additional legislative support ... T cannot address it,”
Fugate said. He also said that the affordability study mandated by BW-12 to be delivered
to Congress approximately 6 months ago is unlikely to be completed until 2013, but that,
in his opinion, the law does not tie the implementation of the reforms to the completion
of the study.

It is pertinent that the Act implements a strategy for remapping the country's flood zones,
and that the remapping appears to have started with Mississippi. According to FEMA,
Mississippi and Louisiana are the first states to include the post Katrina statistics in their

rating methodology. See Exhibit B (FEMA Map Showing Progress of Flood Mapping in
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Coastal Counties of the United States). This means that Mississippi's citizens will be
among the first in the nation to have these drastic rate increases imposed, and that
Mississippi’s citizens will pay them for many years before citizens of other states are
required to do likewise.
BW-12 authorizes immediate rate increases on homeowners and businesses that played
by the rules and did everything asked of them, before even beginning to study the impacts
these rate increases would have on affordability. This was major legislation that passed
without the information necessary to implement it with either compassion or common
sense. Approximately 17.4 million households live in Special Flood Hazard Areas
(SFHA) where flood insurance is mandatory. According to the Department of Housing
and Urban Development (“ITUD”), 41 percent of those households are low-to-median
income and could face major difficulties affording rate increases. Those who are already
in the program may be forced out, and familics considering a first-time home purchase
may suddenly find themselves priced out of the market.
The very first provision in the NFIP is the following Congressional finding and
declaration of purpose:
(a) Necessity and reasons for flood insurance program. The Congress finds that
(1) from time to time flood disasters have created pcrsonal hardships and
economic distress which have required unforeseen disaster relief measures and
have placed an increasing burden on the Nation's resources; (2) despite the
installation of preventive and protective works and the adoption of other public
programs designed to reduce losses caused by flood damage. these methods have
not been sufficient to protect adequately against growing exposure to future flood
losses; (3) as a matter of national policy, a reasonable method of sharing the risk
of flood losses is through a program of flood insurance which can complement

and encourage preventive and protective measures; and (4) if such a program is
initiated and carried out gradually, it can be expanded as knowledge is gained and
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experience is appraised, thus eventually making flood insurance coverage
available on reasonable terms and condifions to persons who have need jor
such protection.

42 USCS § 4001(a) (emphasis added). Consequently, the over-arching purpose of NFIP
is to provide affordable flood insurance in high-risk areas.

Notwithstanding the congressional purpose enunciated in 42 USCS § 4001(a), the only
reference to “affordability” in BW-12 appears in 112 PL 141 § 100236, which mandates
the “affordability study” Administrator Fugate referenced in his September 18, 2013
testimony. That section reads:

Sec. 100236, STUDY OF PARTICIPATION AND AFFORDABILITY FOR
CERTAIN POLICYHOLDBERS.

(2) FEMA Study.-—The Administrator shall conduct a study of--

(1) methods to encourage and maintain participation in the
National Flood Insurance Program;

(2) methods to educate consumers about the National Flood
Insurance Program and the flood risk associated with their

property;

(3) methods for establishing an affordability framework for the
National Flood Insurance Program, including methods to aid
individuals to afford risk-based premiums under the National
Fiood Insurance Program through fargeted assistance rather

than generally subsidized rates, including means-tfested vouchers;
{emphasis added) and

(4) the implications for the National Flood Insurance Program and
the Federal budget of using each such method.

(b) National Academy of Sciences Economic Analysis.--To inform the
Administrator in the conduct of the study under subsection (a), ihe
Administrator shall enter into a contract under which the National
Academy of Sciences, in consultation with the Comptroller General of the
Umited States, shall conduct and submit to the Administralor an economic

10



analysis of the costs and benefits to the Federal Government of a flood
insurance program with full risk-based premiums, combined with
means-tested Federal assistance fo aid individuals who cannot afford
coverage, through an insurance voucher program. The analysis shall
compare the costs of a program of risk-based rafes and means-tested
assistance to the current system of subsidized fliood insurance rates and
federally funded disaster relief for people without coverage.

{c) Report.--Not later than 270 days after the date of enactment of this
Act, the Administrator shall submit fo the Committee on Banking,
Housing, and Urban Affairs of the Senate and the Committee on
Financial Services of the House of Represeniatives a report that
confains the results of the study and analysis under this section.

(d) Funding.--Notwithstanding section 1310 of the National Flood
Insurance Act of 1968 (42 U.S.C. 4017), there shall be available to the
Administrator from the National Flood Insurance Fund, of amounts not
otherwise obligated, not more than $ 750,000 to carry out this scction.

(emphasis added).
112 PL 141, § 100236.
As may be seen, 112 PL 141, § 100236 expressly mandated FEMA to contract for and
obtain a specific affordability study that was to take 9-months, cost not more than
$750,000 and be delivered to Congress by April of 2013, Instead, FEMA reportedly did
not sign a contract to begin the study until August, 2013- four months after it was due.
Indeed, in his September 18, 2013 written testimony, Administrator Fugate candidly
admitted:
Pursuant to the provisions in Biggert-Waters, FEMA 1s charged with completing a
study with the National Academy of Sciences to explore ways to:
encourage/maintain participation in the NIIP, methods to educate consumers
about the NFIP and flood risk, and methods for establishing an affordability
framework for the NFIP, including implications of affordability programs for the

NFIP and the Federal budget. The Academy estimates that it will likely take at
least two years to complete the study due fo the need fo obtain data on policy-
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holders and their incomes.

Ex. A (emphasis added).
Tn addition to 42 USC § 4001(a), supra, there are at least the following other portions of

the NFIP which relate to and support the same “affordability” objective:

42 TUSC § 4014(a)(2) requires as part of FEMA's estimation of premium rates to
include consideration of rates which “would be reasonable, would encourage
prospective insureds to purchase flood insurance,. and would be consistent with
the purposes of this chapter.” It should be noted that BW-12 § 205 amends this
section to remove certain properties from inclusion in the subsidy program; -

42 USC § 4015(a)(1) grants FEMA the discretion to set “chargeable premium
rates™ at “less than the estimated risk premium rates under section 4014(a)(1) of
this title, where necessary.”

42 USC § 4015(b) describes what FEMA must consider in setling the chargeable
rates, and paragraph (b)(2) of this section requires that the rate be “adequate on
the basis of accepted actuarial principles, to provide reserves for anticipated
losses, or, if less than such amount, consistent with the objective of making flood
insurance available where necessary at reasonable rates so as to encourage
prospective insureds to purchase such insurance and with the purposes of this

chapter.”

23. Other studies are outstanding. For example, 112 PL 141 §100231, reads:

§ 100231. STUDIES AND REPORTS.

(a) Report on Improving the National Flood Insurance Program.--Not lafer than 1
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vear after the date of enactment of this Act (emphasis added) the Comptroller
General of the United States shall conduct a study and submit a report to the
Committee on Banking, Housing, and Urban Affairs of the Senate and the
Commiittee on Financial Services of the House of Representatives, on--

(1) the number of flood insurance policy holders currently insuring--

(A) a residential structure up to the maximum available coverage amount, as
established in section 61.6 of title 44, Code of Federal Regulations, of--

(1) § 250,000 for the structure; and
(i) $ 100,000 for the contents of such structure; or

(B) a commercial structure up to the maximum available coverage amount, as
established in section 61.6 of title 44, Code of Federal Regulations, of § 500,000;

(2) the increased losses the National Flood Insurance Program would bave
sustained during the 2004 and 2005 hurricane [950] season if the National Flood
Insurance Program had insured all policyholders up to the maximum conforming
loan limit for fiscal year 2006 of § 417,000, as established under section 302(b)Z)
of the Federal National Mortgage Association Charter Act (12 US.C.
1717(b)(2));

(3) the availability in the private marketplace of flood insurance coverage in
amounts that exceed the current limits of coverage amounts established in section
61.6 of title 44, Code of Federal Regulations; and

(4) what effect, if any--

(A) raising the current limiis of coverage amounts established in section 61.6
of title 44, Code of Federal Regulations, would have on the ability of private
insurers to continue providing flood insurance coverage; and

(B) reducing the current limits of coverage amounts established in section 61.6
of title 44, Code of Federal Regulations, would have on the ability of private
insurers to provide sufficient flood insurance coverage to effectively replace the
current level of flood insurance coverage being provided under the National Flood
Insurance Program.

(b) 42 USC 4027a Report of the Administrator on Activities Under the National
Flood Tnsurance Program.--



(1) In general -- The Administrator shall, on an annual basis, submit a full report
on the operations, activities, budget, receipts, and expenditures of the National
Flood Insurance Program for the preceding 12-month period to the Committee on
Banking, Housing, and Urban Affairs of the Senate and the Committee on
Financial Services of the House of Representatives.

(2) Timing.-- Each report required under paragraph (1) shall be submitted io the
committees deseribed in paragraph (1) not later than 3 months following the end
of each fiscal year.

(3) Contents.-- Each report required under paragraph (1) shall include--

(A) the current financial condition and income statement of the National Flood
Insurance Fund established under section 1310 of the National Flood Insurance
Act of 1968 (42 U.S.C. 4017), including--

(i) premiurns paid into such Fund:
(ii) policy claims against such Fund; and

(iii) expenses in administering such Fund;

(B) the number and face value of all policies issued under the National Flood
Insurance Program that are in force;

(C) a description and summary of the losses attributable to repetitive loss
structures;

(D) a description and summary of all losses incurred by the National Flood
Insurance Program due to--

(1) hurricane related damage; and
(ii) nonhurricane related damage;

(E) the amounts made available by the Administrator for mitigation assistance
under section 1366(c)(4) of the National Flood Insurance Act of 1968 (42 U.5.C.
4104e(c)(4)), as so redesignated by this Act, for the purchasc of properties
substantially damaged by flood for that fiscal year, and the actual number of flood
damaged properties purchased and the total cost expended to purchase such

properties;

(F) the estimate of the Administrator as to the average historical loss year, and
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the basis for that estimate;

(G3) the estimate of the Administrator as to the maximum amount of claims that
the National Flood Tnsurance Program would have to expend in the event of a
catastrophic year;

(I1) the average--
(i) amount of insurance carried per flood insurance policy:
(il) premium per flood insurance policy; and
(iii) loss per flood insurance policy; and

(I) the number of claims involving damages in excess of the maximum amount
of flood insurance available under the National Flood Insurance Program and the
sum of the amount of all damages in excess of such amount.

(¢) GAO Study on Pre-FIRM Structures.—-Not later than 1 year after the date of
enactment of this Act, the Comptroller General of the United States shall conduct
a study and submit a report to the Committee on Banking, Housing, and Urban
Affairs of the Senate and the Committee on Financial Services of the House of
Representatives, on the--

(1} composition of the remaining pre-FIRM structures that are explicitly
receiving discounted premium rates under section 1307 of the National Floed
Insurance Act of 1968 (42 U.S.C. 4014), including the historical basis for the
receipt of such subsidy and the extent to which pre-FIRM structures are currently
owned by the same owners of the property at the time of the original National
Flood Insurance Program rate map;

(2) number and fair market value of such structures;

(3) respective income level of the owners of such structures;

{4) number of times each such structure has been sold since 1968, including
specific dates, sales price, and any other information the Secretary determines
appropriate;

(3) total losses incurred by such structures since the establishment of the

National Flood Insurance Program compared to the total losses incurred by all
structures that are charged a nondiscounted premium rate;



(6) total cost of foregone premiums since the establishment of the National
Flood Insurance Program, as a result of the subsidies provided to such structures;

(7) annual cost as a result of the subsidies provided to such structures;

(8) the premium income collected and the losses incurred by the National Flood
Insurance Program as a result of such explicitly subsidized structures compared to
the premium income collected and the losses incurred by such Program as a result
of structures that are charged a nondiscounted premium rate, on a State-by-State
basis; and

(9) the options for eliminating the subsidy to such structures.

(&) GAO Review of FEMA Contractors.--The Comptroller General of the United
States, in conjunction with the Office of the Inspector General of the Department
of Homeland Security, shall--

{1) conduct a review of the 3 largest contractors the Administrator uses in
admimistering the National Flood Insurance Program; and

(2) not later than 18 months after the date of enactment of this Act.(emphasis
added) submit a report on the findings of such review to the Administrator, the
Committee on Banking, Housing, and Urban Affairs of the Senate, and the
Committee on Financial Services of the House of Representatives.

(e} Study and Report on Graduated Risk.--
(1) Study.—-
(A) Study required.--The Administrator shall enter into a contract under which
the National Academy of Sciences shall conduct a study exploring methods for

understanding graduated risk behind levees and the associated land development,
insurance, and risk communication dimensions.

(B) Contents of study.--The study under this paragraph shall--

(1) research, review, and recommend current best practices for estimating
direct annualized flood losses behind levees for residential and commercial
structares;

(i1} rank each best practice recommended under clause (i} based on the best

value, balancing cost, scientific integrity, and the inherent uncertainties associated
with all aspects of the loss estimate, including geotechnical engineering, flood
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frequency estimates, economic value, and direct damages;

(iii) research, review, and identify current best floodplain management and
land use practices behind levees that effectively balance social, economic, and
environmental considerations as part of an overall flood risk management
strategy;

(iv) identify areas in which the best floodplain management and land use
practices described in clause (iii) have proven effective and recommend methods
and processes by which such practices could be applied more broadly across the
United States, given the variety of different flood risks, State and local legal
framewaorks, and evolving judicial opinions;

(v) research, review, and identify a variety of flood insurance pricing options
for flood hazards behind levees that are actuarially sound and based on the flood
risk data developed using the 3 best practices recommended under clause (i) that
have the best value as determined under clause (it);

(vi) evaluate and recommend methods to reduce inswrance costs through
creative arrangements between insureds and insurers while keeping a clear
accounting of how much financial risk is being borne by various parties such that
the entire risk is accounted for, including establishment of explicit limits on
disaster aid or other assistance in the event of a flood; and

(vii) taking into consideration the recommendations under clanses (i) through
(iii), recommend approaches to communicate the associated risks to [953]
community officials, homeowners, and other residents of communities.

(2) Report.—- The comract under paragraph (1){4) shall provide that not later
than 12 months after the date of enactment of this Act, the National Academy of
Sciences shall submit to the Committee on Banking, Housing, and Urban Affairs
of the Senate and the Committee on Financial Services and the Commiliee on
Science, Space, and Technology of the House of Representatives a report on the
study under paragraph (1) thal includes the information and recommendations
required under paragraph (1).

(Emphasis added).

24. The Report required by 112 PL 141 § 100231(c) entitled “FLOOD INSURANCE-More

Information Needed on Subsidized Properties™ was issued by the United States Government
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Accounting Office in July 2013. A true and correct copy of this report is attached as Exhibit

C. Exhibit C appears to be the only report mandated by BW-12 which has been completed to

date. Its observations and conclusions include the following:

a.

“The Biggert-Waters Act will Hkely require several years for FEMA to fully
implement. FEMA officials acknowledged that they have data limitations and other
issues to resolve before eliminating some subsidies. We projected that subsidies on
most of the policies required to be eliminated by the act could be identified in
FEMA’s data; however data limitations make imaplementation of some provisions of
the act more difficult. For example, the act eliminated subsidies for residential
policies that covered nonprimary residences. FEMA has data on whether a policy
covers a primary residence but officials stated that it may be outdated or
incorrect.....” 1d., p.16. (Emphasis added).

The act also eliminated subsidies for business policies. However, FEMA
categorizes policies as residential and nonresidential rather than residential and
business. As a resuli, FEMA does not have the information ito identify
nounresidential properties, such as schools or churches that are not businesses and
continue to qualify for a subsidy.” 1d. (Emphasis added).

“Beginning in October 2013, FEMA will require applicants to provide residential
and business status for new policies and renewals. Additionaliy, the act states that
subsidies will be eliminated for policies that have received cumulative payment
amounts for flood-related damage that equaled or excecded the fair market value of

the property, and for policies that experience damage exceeding 50 percent of the fair
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market value of the property after enactment. Currenfly, FEMA is unable fo make
this determination as it does not maintain deta on the fair market value of
properties insured by subsidized policies. FEMA officials said that they are in the
process of identifving a data source.” 1d., p.16. (Emphasis added).

“FEMA also does not have information on the flood risk of properties with
previously subsidized rates, which is needed to establish full-risk rates for these
properties going forward..” 1d., p. 27. (Emphasis added).

“FEMA does not have sufficient data to estimate the aggregate cost of
subsidies.” 1d. (Emphasis added).

“FEMA generally lacks information to establish full-risk rates that reflect flood
risk for active policies that no longer qualify for subsidies as a result of the Biggert-
Waters Act and also lacks a plan for proactively obtaining such information.” 1d.,p.
30 (Emphasis added).

“FEMA does nof have key information used in determining full-risk rates Srom
all policyholders.” 1d. (Emphasis added).

“Although subsidized policies have been identified as a risk to the program
because of the financial drain they represent, FEMA does not have a plan to
expeditiously and proactively obtain the information needed to set full-risk rates for
all of them.” 1d., at 32. (Emphasis added).

“Without a plan to expeditiously obtain property-level elevation information, FEMA
will continue to lack basic information needed to accurately determine flood nisk and

will continue to base full-risk rate increases for previously subsidized policies on
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limited estimates. As a result, FEMA’s phased-in rates for previously subsidized
policies still may not reflect a property’s full risk of flooding, with some
policyholders paying premiums that are below and others paying premiums that
exceed full-risk rates.” 1d. (Emphasis added).

However, “....eliminating or reducing subsidized policies could have unintended
consequences, such as increasing premium rates to the point that flood insurance is
no longer affordable for some policyholders and potential declines in program
participation.” Id., p. 33. (Emphasis added).

“Although accelerating the climination of subsidies could strengthen the financial
solvency of the program, it also entails trade-offs and unintended consequences. For
example according to FEMA estimates, the elimination of subsidies for pre-FIRM
properties wenld on average more than double these policyholders’ premium rates,
raising concerns about the affordability of the coverage and participation in the
program. Higher preminm rates might result in reduced participationr in NFIP over
time as people either decide to drop their policies or are priced out of the market
according to FEMA officials and insurance industry stakeholders we interviewed.
The 1999 PwC study estimated that, for communities most likely to experience a
decrease in property values if subsidies were immediately eliminated, on average
50% of policyholders might cancel their coverage. It is too soon {o tell the long-
term impacts of the elimination of subsidies that went into effect in 2013. Even
reducing, rather than eliminating, subsidies could increase the financial burden on

some existing policvholders—particularly low-income policyholders—and could lead
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to some of them deciding to leave the program. As a result, if owners of pre-FIRM

properties, which have relatively high flood losses, cancelled their insurance

policies, the federal government—and ultimately tuxpayers—could face increased

costs in the form of FEMA disaster assistance granis (o these individuals.” 1d., p.

34. (Emphasis added).

I In particular, the ASFPM paper states,”....assistance will be necessary for some
policyholders to help them transition to either full-risk rates, or to mitigate their
properties, otherwise some property owners might not be able to afford to remain
in their homes....According to FEMA officials, as of May 31, 2013, FEMA has
consulted with the National Academy of Sciences about determining how to
undertake this study.” 1d., p. 36. (Emphasis added).

25. There are even more examples of BW-12 mandated study and reporting requirements which
have not been complied with. For example, 112 PL 141 §100221 provides:
§100221. INTERAGENCY COORDINATION STUDY.
(a) In General.--The Administrator shall enter into a contract with the National
Academy of Public Admunistration to conduct a study on how the Federal
Emergency Management Agency--

(1) should improve interagency and intergovernmental coordination on flood
mapping, including a funding strategy to leverage and coordinate budgets and
expenditures; and

(2) can establish joint funding mechanisms with other Federal agencies and
units of State and local government to share the collection and utilization of data
among all governmental users.

(b) Timing.--A contract entered into under subsection (a) shall require that, rot

later than I80 days after the dafe of enactment of this subtitle, the National
Academy of Public Administration shall report the findings of the study required
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under subsection (a} to--
(1) the Committee on Banking, Housing, and Urban Affairs of the Senate;
(2) the Committee on Financial Services of the House of Representatives;
(3) the Committeec on Appropriations of the Senate; and
(4) the Committee on Appropriations of the House of Representatives.
(Emphasis added).
Additionally, 112 PL 141 § 100233, reads:

8 100233. GAO STUDY ON BUSINESS INTERRUPTION AND
ADDITIONAL LIVING EXPENSES COVERAGES.

(a) Study.--The Comptroller General of the United States shall conduct a study
concerning--

(1) the availability of additional living expenses and business interruption
coverage in the private marketplace for flood insurance;

(2) the feasibility of allowing the National Flood Insurance Program to offer
such coverage at the option of the consumer;

(3) the estimated cost to consumers if the National Flood Insurance Program
priced such optional coverage at true actuarial rates;

(4) the impact such optional coverage would have on consumer participation in
the National Flood Insurance Program; and

{5) the fiscal impact such optional coverage would have upon the National
Flood Insurance Fund if such optional coverage were included in the National
Flood Insurance Program, as described in paragraph (2), at the price described in
paragraph (3).

(b) Report.-Not later than I year afier the date of enactment of this Act, the
Comptroller General shall submit to the Committee on Banking, Housing, and
Urban Affairs of the Senate and the Committee on Financial Services of the
House of Representatives a report containing the results of the study under
subsection (a).
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The FEMA Administrator should have the benefit of these impact studies before acting.
Additionally, 112 PL 141 § 100234, reads:

Sec. 100235. REPORT ON INCLUSION OF BUILDING CODES IN
FLOODPLAIN MANAGEMENT CRITERITA.

Not later than 6 months after the date of enactment of this Act, the
Administrator of the Federal Emergency Management Agency shall conduct a
study and submit a report to the Committee on Banking, Housing, and Urban
Affairs of the Senate and the Committee on Financial Services of the House of
Representatives regarding the impact, effectiveness, and feasibility of amending
section 1361 of the National Flood Insurance Act of 1968 (42 U.S.C. 4102) to
include widely used and nationally tecognized building codes as part of the
floodplain management criteria developed under such section, and shall
determine--

(1) the regulatory, financial, and economic impacts of such a building code
requirement on homeowners, States and local communities, local land use
policies, and the Federal Emergency Management Agency,

(2) the resources required of State and local communities to administer and
enforce such a building code requirement;

(3) the effectiveness of such a building code requirement in reducing flood-
related damage to buildings and contents;

(4) the impact of such a building code requirement on the actuarial soundness of
the National Flood Insurance Program;

(5) the effectiveness of nationaily recognized codes in allowing innovative
materials and systems for flood-resistant construction;

(6) the feasibility and effectiveness of providing an incentive in lower premium
rates for flood insurance coverage under such Act for structures meeting
whichever of such widely used and nationally recognized building codes or any
applicable local building codes provides greater protection from flood damage:

(7) the impact of such a building code requirement on rural communities with
different building code challenges than urban commiunities; and

{8) the impact of such a building code requirement on Indian reservations.
{Emphasis added).
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26.

28.

The building codes and their impact are a critical aspect of the success of the NFIP, and
the FEMA Administrator shoald have the benefit of the information in this study to make
his decistons.

Any attempt by FEMA to proceed with flood insurance rate increases and substantial
changes in coverage under the NFIP without first obtaining these studies mandated 112
PL 141 § 100236, 112 PL 141 § 100231, 112 PL 141 § 100233, and 112 PL 141 §
100234 and thereafter analyzing the results is "arbitrary and capricious", i.e. they are
proceeding without consideration of much of the relevant necessary evidence which
Congtess has expressly identified and directed FEMA and Comptroller of the Currency
and others to furnish to Congress sufficiently in advance of October 1, 2013 to make
necessary changes and corrections in 112 PL 141, There is a clear mandate on FEMA in
NFIP to ensure that rates are "reasonable” such that it will "encourage prospective
insureds to purchase the insurance," which is plainly disregarded by proceeding without
such studies and information.

State insurance regulators, including but not limited to, the Plaintiff, members of
Congress and citizens in states from communities along the Gulf Coast. joined by
officials and NFIP customers from Florida to Vermont share the views of Louisiana’s
Senators, are voicing deep concern about the affordability issue. They fear rate increases
of up to 3,000 percent as mandated by the law will force people to give up their homes.
Another particularly devastating problem for the Mississippi homeowners is that,

following Katrina, many rebuilt their homes to the proper flood elevations {and many
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built over that level) based on FEMA’s Advisory Base Flood Elevation Rate Maps

gvailable to them at that time. Unfortunately, FEMA's subsequent remapping of the area

resulted in significant increases to the Base Flood Elevation (BFE) level, such that homes

thought to have been built well over the BFE are now several feet below that level.

Drastic rate increases reflecting the BFE changes are beginning to be seen now. These

are people that did nothing wrong; they simply built to the standards that wete available

to them. Now their rates are going up based on changes to the standard. and FEMA has

not properly compiled the studies necessary to properly assess the economic impact and

affordability of what they are setting as "full-risk rates”.

V.
COUNT T CLAIM UNDER THE DECLARATORY JUDGMENT ACT
29.  Section 2201 of Title 28 of the United States Code provides that:

In a case of actual controversy within its jurisdiction, except with respect to
Federal taxes other than actions brought under section 7428 of the Internal
Revenue Code of 1986, a proceeding under section 505 or 1146 of title 11, or in
any civil action involving an antidumping or countervailing duty proceeding
regarding a class or kind of merchandise of a free trade area country (as defived in
section 516a(f)(10) of the Tariff Act of 1930), as determined by the administering
authority, any court of the United States, upon the filing of an appropriate
pleading, may declare the rights and other legal relations of any interested party
secking such declaration, whether or not further relief is or could be sought. Any
such declaration shall have the force and effect of a final judgment or decree and
shall be reviewable as such.

28 US.C. §2201(a).

30.  The Department sceks a declaration of the rights and other legal relations between FEMA

and the citizens of the State of Mississippi which it represents with respect to the issues

presented relating to the NFIP fee increase and other issues relating to BW-12. At a
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minimuin, Plaintiff seeks a declaration that:

a. FEMA does not yet have the information that is required in order to make
rating decisions and will not have such information until the mandated studies
(including thosc addressing the key issue of “atfordability”) are obtamed and
meaningfully reviewed by FEMA;

b. That the draconian and unaffordable rates that were pushed out beginning
October 1, 2013, are not on “reasonable terms™ and therefore, contrary to the
Congressionally stated intent behind the NFIP;

c. That BW-12 specifically required that many of the mandated studies be
performed within a specific timeline which would have made the results of the
studies available in rate determinations which have instead been made by FEMA
in the absence of any such studies;

d. Since FEMA failed to meet the mandated timelines, the results of the
studies are not, and have not been, available for FEMA's consideration in its
present rate determinations; and

e. FEMA should not be allowed to move forward with respect to matters
scheduled by BW-12 to take place on and after October 1, 2013, without having
first complied with previous BW-12 mandatory deadlines which FEMA has not
yet complied with.

31. A substantial controversy exists between the Parties who have adverse legal interests, of
sufficient immediacy and reality to warrant the issuance of a declaratory judgment

defining the rights and obligations of the parties and in anticipation of future conduct as
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32.

33,

34.

35.

described in this Complaint.

A declaratory judgment will settle the controversy, serve a useful purpose clarifying
the legal relations at issue, is not being used for the purpose of any sort of procedure or
fencing, does not involve any sort of friction between federal or state courts and will not
improperly encroach upon state jurisdiction and there is no alternative remedy which is

better or more effective under the circumstances.

VL
COUNT K1 - CLAIM FOR INJUNCTIVE RELIEF UNDER THE
ADMINISTRATIVE PROCEDURES ACT

Plaintiff incorporates by reference allegations set forth in all preceding paragraphs
above as if fully set forth herein in support of Count II of this Complaint.

The APA authorizes suit by "[a] person suifering legal wrong because of agency action,
or adversely affected or aggrieved by agency action within the meaning of a relevant
statute.” 5 U.S.C. § 7021, et seq. “[A]gency action” is defined in § 551(13) to include
"the whole or a part of an agency rule, order, license, sanction, relief, or the equivalent or
denial thereof, or failure to act." (Bmphasis added.) The APA provides relief for a failure
to act in § 706(1): “The reviewing court shall . . . compel agency action unlawtully
withheld or unreasonably delayed.”

Sections 702, 704, and 706(1) all insist upon an “agency action,” either as the action
complained of (in §§ 702 and 704) or as the action to be compelled (in § 706(1)). The

definition of that term begins with a list of five categories of decisions made or outcomes
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implemented by an agency“agency rule, order, license, sanction [or] reliet.” § 551(13).
All of those categories involve circamscribed, discrete agency actions, as their definitions
make clear: “an agency statement of . . . future effect designed to implement, interpret, or
prescribe law or policy” (rule); “a final disposition . . . in a mafter other than rule
making” (order); a “permit . . . or other form of permission” (license); a “prohibition . . .
or taking [of] other compulsory or restrictive action” (sanction); or a “grant of money,
assistance, license, authority,” etc., or “recognition of a claim, nght, immunity,” etc., or
“taking of other action on the application or petition of, and beneficial to, a person”
(relief). §§ 551(4), (6), (8), (10), (11).

The terms following those five categories of agency action are not defined in the APA:
“or the equivalent or denial thereof, or failure to act.” § 551(13). The final term in the
definition, “failure to act,” is properly understood as a failure to talke an agency action--
that is, a failure to take one of the agency actions {including their equivalents) earlier
defined in § 551(13). A “failure to act” is not the same thing as a “denial.” The latter is
the agency's act of saying no to a request; the former is simply the omission of an action
without formally rejecting a request--for example, the failure to promulgate a rule or
make some decision by a statutory deadline. The important point is that a “failure to act”
is properly understood to be limited, as are the other items in § 551(13), to a discrete
action. Norton v. S. Utah Wilderness Alliance, 542 1.8, 55, 63, 124 8. Ct, 2373, 159 L.
Ed. 2d 137 (U.S. 2004).

A second point central to the analysis of the present case is that the only agency action

that can be compelled under the APA is action legally required. This limilation appears in
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3§.

39.

§ 706(1Ys authorization for courts to “compel agency action unlawfully withheld.” In this
regard the APA carried forward the traditional practice prior to its passage, when judicial
review was achieved through use of the so-called prerogative writs--principally writs of
mandamus under the All Writs Act, now codified at 28 U.S.C. § 1651(a). Norton. 542
U.S. at 63. Thus, a claim under § 706(1) can proceed only where a plaintiff asserts that an
agency failed to take a discrete agency action that it is required to take. ., at 64.

The limitation to required agency action rules out judicial direction of even discrete
agency action that is not demanded by law (which includes, of course, agency regulations
that have the force of law). Thus, when an agency is compelled by law to act within a
certain time period, but the manner of its action is left to the agency's discretion, a court
can compel the agency to act, but has no power to specify what the action must be. For
example, in Norfon, the Supreme Court cited by way of example 47 U.S.C. § 251(d)(1),
which required the Federal Communications Commission "to establish regulations to
implement" interconnection requirements "[wlithin 6 months” of the date of enactment of
the Telecommunications Act of 1996, and noted that this “would have supported a
judicial decree under the APA tequiring the promipt issuance of regulations, but not a
judicial decree setiing forth the content of those regulations.” /d., at 65.

FEMA was similarty obligated to obtain and present to Congress within 9 months after
passage of BW-12, the “affordability” report mandated by 112 PL 141 § 100236, which
is just like the obligation imposed upon the FCC under 47 U.S.C. § 251(d)}1). FEMA
was further obligated to deliver that report in April of 2013, so that Congress would have

an opportunity to study that report for at least 6 months before the rate increases took
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40.

effect beginning on and after October 1, 2013. Additionally, FEMA was unambiguously
mandated to enter into other contracts and obtain other studies and information from
various third parties not later than the first anniversary of the passage of BW-12, which
FEMA likewise failed to comply with.

Federal Courts are familiar with andl regularly entertain challenges to Federal Agencies
which take action without first receiving the results of required studies. Though
deferential, judicial review under the APA is designed to "ensure that the agency
considered all of the relevant factors and that its decision contained no clear error of
judgment." Arizona v. Thomas, 824 F.2d 745, 748 (9th Cir. 1987) (internal citation and
quotation omitted). "The deference accorded an agency's scientific or technical expertise
is not unlimited." Brower v. Evans, 257 F.3d 1038, 1067 (9th Cir. 2001). An agency's
decision is arbitrary and capricious if it has relied on factors which Congress has not
intended it to consider, entirely failed to consider an important aspect of the problem,
offered an explanation for its decision that runs counter to the evidence before the
agency, or is so implausible that it could not be ascribed to a difference in view or the
product of agency expertise. Motor Vehicle Mfrs. Ass'n of U.S. v. State Farm Mut. Auto.
Ins. Co., 463 U.S. 29, 43, 103 8. Ct. 2856, 77 L. Ed. 2d 443 (1983); sec also Citizens to
Preserve Qverton Park, Inc. v. Volpe, 401 U.S. 402, 416, 91 8. Ct. 814, 28 L. Ed. 2d 136
(1971) (reviewing court may overturn an agency's action as arbitrary and capricious if the
agency failed to consider relevant factors, failed to base its decision on those factors,
and/or made a "clear error of judgment™), overruled on other grounds by Califano v.

Sanders. 430 U.S. 99, 105, 97 8. Ct. 980, 51 L. Ed. 2d 192 (1977).
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41. FEMA’s failure to timely comply with 112 PL 141 § 100236's mandate and the other
mandatory obligations imposed during the first vear after the passage of BW-12 are
multiple discrete agency inactions or failures to act which mandate a judicial decree
under the APA requiring FEMA to deliver the required reports to Congress and enter into
the various contracts and consulting relationships with third parties all before any rate
increases are implemented.

42.  This Court should enjoin the October 1, 2013 NFIP rate increases until such time as
FEMA complied with each and every one of the mandatory obligations and deadlines in
BW-12 preceding those mandated to occur on or after October 1, 2013.

VIL
COUNT I REQUEST FOR STAY PURSUANT TO 5 USC § 705 OR
ALTERNATIVELY REQUEST FOR PRELIMINARY INJUNCTIVE RELIEF

43, Plaintiff incorporates by reference allegations set forth in all preceding paragraphs above
as if fully set forth herein in support of Count 1I[ of this Complaint.

44, According to 5 USC § 705:

When an agency finds that justice so requires, it may postpone the effective date
of action taken by it, pending judicial review. On such conditions as may be
required and to the extent necessary to prevent irreparable injury, the reviewing
cowrt, including the court to which a case may be taken on appeal from or on
application for certiorari or other writ to a reviewing court, may issue all
necessary and appropriate process to postpone the effective date of an agency
action or to preserve status or rights pending conclusion of the review
proceedings.

The PlaintifT is entitled to relief in the form of postponement or abatement of the

phase-out of premium subsidies to preserve the status and rights of, and to prevent
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45,

irreparable injury to, the people of Mississippi, and NETP policyholders. Alternatively,

the plaintiff is entitied to a preliminary injunction which should function to prohibit the

defendants from implementing the phase-out of premium subsidies, or to the extent such
phase-out has already begun, then to enjoin them from any further implementation of any

“subsidy phase-out” or rate increase.

A preliminary injunction is an extraordinary remedy that should enly issue if the
movant shows: (1) a substantial likelihood of prevailing on the merits; (2) a substantial
threat of irreparable injury if the injunction is not granted; (3) the threatened injury
outweighs any harm that will result to the non-movant if the injunction is granted; and (4)
the injunction will not disserve the public interest.

Plaintiff has a substantial likelihood of prevailing on the merits because:

a. 112 PL 141 §100236 and the other deadline driven requirements under BW-12 are
grants of authority that FEMA has no discretion whether or not to exercise
because the various provisions of the statute are all phrased in mandatory rather
than discretionary language. See, La Union Del Pueblo Entero v. Fed.
Emergency Memt. Agency, 608 F.3d 217, 220 (5th Cir. 2010)(finding similar
obligation on FEMA to promulgate regulations pursuant to Federal Assistance to
Individuals and Households and codified at 42 U.S.C. § 5174()"). Unlike the
situation in La Union Del Pueblo Entero, where FEMA had promulgated certain

mandatory regulations which the Plaintiff contended did not elaborate with

' That code section reads: “The President shail prescribe rules and regolations to carry

out this section, including criteria, standards, and procedures for determining eligibility for
assistance.” 42 USCS § 5174 (emphasis added).
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sufficient specificity certain statutory requirements, FEMA, in the present case,
completely failed to comply with Congress’s instructions or time tables to procure
certain studies in advance of the NFIP rate increases. 112 PL 141 § 100236, just
like 42 U.S.C. § 5174(j), is phrased in mandatory language rather than permissive
or discretionary language. Subparagraph (a) states that “The Administrator shail
conduct a study....” (Emphasis added). Subparagraph (b) similarly states that:
“ltlo inform the [FEMA] Administrator in the conduct of the study under
subsection (a), the Administrator shall enter into a coniract under which the
National Academy of Sciences, in consultation with the Comptroller General of
the United States, shall conduci and submit to the Administrator an economic
analysis of the costs and benefits to the Federal Government of a flood insurance
program with full risk-based premiums, combined with means-tested Federal
assistance o aid individuals who cannot afford coverage, through an insurance
voucher program. The analysis shafl compare the costs of a program of risk-based
rates and means-tested assistance to the current system of subsidized flood
insurance rates and federally funded disaster relief for people without coverage.”
Subsection (¢) further mandates that “[n]ot later than 270 days after the date of
enactment of this Act, the Administrator sha// submit to the Committee on
Banking, Housing, and Urban Affairs of the Senate and the Committee on
Financial Services of the House of: Representatives a report that contains the
results of the study and analysis under this section.” (Emphasis added). Because

this Couwrt cannot presume that 112 PL 141 §100236's repeated use of the word



“shall” when imposing obligations on the part of the FEMA administrator o act
within specified deadlines after the enactment of the Act is meaningless, this
section necessarily imposes an obligation on FEMA to; (a) conduct a study, (b) by
contracting with the National Academy of Sciences, in consultation with the
Comptroller General of the United States, (¢} to produce an economic analysis of
the costs and benefits to the Federal Government of a flood insurance program
with full visk-based premiums, combined with means-tested Federal assistance to
‘aid individuals who cannot afford coverage, through an insurance voucher
program and comparing the costs of a program of risk-based rates and means-
tested assistance to the current system of subsidized flood insurance vates and
federally funded disaster relief for people without coverage (d) and “[njot later
than 270 days after the date of enactment of this Act, to submit a report that
contains the results of the study and analysis under this section to the Committee
on Banking, Housing, and Urban Affairs of the Senate and the Committee on
Financial Services of the House of Representatives.” The other provisions of
BW-12 cited and discussed previously all contain “shall” as mandatory language
which FEMA has not complied with.

A substantial threat of irreparabie injury exists if the injunction is not granted in the form

of the eminent drastic increases in NFIP insurance premiums which will otherwise go

into effect from and after October 1, 2013 because:

a. Mississippi and Louisiana appear to be the only states in which FEMA has

completed updated Flood Insurance Rate Mapping, so Mississippi citizens will



have substantially higher premiums than those charged in other states which have
yet to initiate or complete the process of updating Flood Insurance Rate Mapping.
As a result, the citizens of Mississippi with flood insurance will be among the first
NFIP insureds to bear the brunt of FEMA anticipated drastic rate increases.

The Flood Disaster Protection Act of 1973 requires that individuals, businesses,
and others buying, building, or improving property located or to be located in
identified areas of special flood hazards within NFIP participating communities
are required to purchase flood insurance as a prerequisite for receiving any type of
direct or indirect Federal financial assistance (e.g., any loan, grant, guaranty,
insurance, payment, subsidy, or disaster assistance) when the building or personal
property is the subject of or security for such assistance. If flood insurance
becomes unaffordable as the result of FEMA’s failure to comply with NFIP’s
“affordability” mandate, which has not been repealed or changed by BW-12,
Mississippi will increasingly become ineligible for direct or indirect Federal
financial assistance (e.g., any loan, grant, gnaranty, insurance, payment, subsidy,
or disaster assistance) when the building or personal property is the subject of or
security tor such assistance.

The NFTP was simultaneously amended to prohibit federally regulated lending
institutions from making any real estate loans in a special flood hazard area unless
the property was covered by flood insurance. 42 U.S.C. § 4012a(b). Lenders were
authorized to charge borrowers a “reasonable fee™ o cover the initial

determination whether a honie is in a special flood hazard area, and subsequent
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“life-of-loan monitoring.”” 12 C.F.R. § 339.8(a). When property is in such an area,
the lender must notify the borrower of the requirement to have flood insurance. 42
U.S.C. § 4012a(e)1). If the borrower fails to buy such insurance within forty-
five days of being notified, the lender is required to buy 1t for the borrower and
charge the costs back to the borrower. Id. § 4012a(e)}(2). This practice is
commonly known as “forced placement” of flood insurance. A lender may not
simply ignore this requirement because a lender that has a "pattern or practice" of
violating the requirements of this section shall be assessed civil penalties "by the
appropriate Federal entity." Id. § 4012a(f)(1)--(2); see also id. § 4104a(1)
(providing that "[e]ach Federal entity for lending regulation . . . shall by
regulation require regulated lending institutions” to give advance notice of the
flood insurance requirement before closing on the loan); 12 C.F.R. § 339.3
(prohibiting federally insured state banks from making loans in special flood
harard areas unless the property is covered by flood insurance). Among other
things, BW-12 eliminated the $100,000 cap on the total amount of penalties
which could be assessed against any single regulated lending institution during
any calendar year, so that the penalty amount which may be assessed against any
single lender is now unlimited. These laws mandate that all federally insured
lenders in Mississippi must obtain NFIP flood insurance coverage even if the
owner of a mortgaged structure is unwilling or unable to afford such coverage, or
otherwise the lenders face unlimited penalties since the enactment of BW-12.

Finally, numerous residents of Mississippi applied for and received FEMA grants
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48.

and other benefits in good faith following Hurricane Katrina conditioned in part
upon their continued participation in NFIP. At the time that they did so, the NFIP
rates were reasonable and were anticipated to remain so based on the stated
purposes of the NFIP. If the cost of maintaining flood insurance rapidly escalates
beyond the affordability of most Mississippi residents based on the requirements
of BW-12, the recipients of such grants and other benefits may be subjected to
adverse action by FEMA of which they have no practical control.

Certain Mississippi citizens are currently incorrectly required to obtain and
maintain flood insurance as the result of erroneous flood maps promulgated by
FEMA. The cost of doing so or pursuing individual remedies attempting to prove
that their propeity is not properly subject to NFIP requirements is currently a
financial burden but will shortly become an intolerable financial burden on such
Mississippi citizens if FEMA is allowed to escalate tlood insurance premiums as

planned under BW -12.

The threatened injury outweighs any harm that will result to the non-movant if the
injunction is granted because movant is simply seeking to compel FEMA to become
compliant with the timing and mandates of Congress contained in BW-12 and the NFIP.
The injunction will serve the public interest because it seeks to require FEMA to take the
steps which Congress determined and mandated to be in the public interest prior to any
increase in NFIP rate increases, which FEMA failed to comply with.

WHEREFORE PREMISES CONSIDERED, Plaintiftf demands declaratory and injunctive

relief of and from the Defendant, as follows:
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A declaratory finding and judgment that FEMA was obligated to obtain and present to
Congress within 9 months afier passage of BW-12, the “affordability” report mandated
by 112 PL 141 § 100236 by no later than April of 2013, so that Congress would have an
opportunity to study that report for 6 months before the rate increases took eftect
beginning on and after October 1, 2013.

A declaratory finding and judgment that FEMA did not comply with the mandatory
yeporting requirements and deadlines imposed by 112 PL 141 § 100231 {except
§100231(c)), 112 PLL 141 § 100233, 112 PL 141 § 100234 and 112 PL 141 § 100236.

A declaratory finding and judgment that FEMA’s failure to timely comply with the
mandates 112 PL 141 § 100231, 112 PL 141 § 100233, 112 PL 141 § 100234 and 112 PL
141 § 100236 were discrete agency inactions or failures to act which mandate a judicial
decree under the APA.

Injunctive relief requiring FEMA to deliver the § 100236 report to Congress at least 0
months before any rate increases are implemented;

A declaratory judgment finding that in addition to 42 USC § 4001(a), supra, FEMA was
obligated to comply with at least the following other portions of the NFIP which support
the same objective: 112 PL. 141 § 100231, 112 PL 141 § 100233, and 112 PL 141 §
100234.

Injunctive relief precluding further implementation, and abatement, of the October 1,
2013 NFIP rate increases until such time as FEMA has fully and properly complied with
the mandates of 112 PT. 141 § 100231, 112 PL. 141 § 100233, 112 PL 141 § 100234 and

112 PL 141 § 100236;



7. A stay pending judicial review pursuant to 5 U.S.C. § 705 as prayed for above, or

preliminary injunctive relief consistent with the permanent injunctive relief requested

above;

8. Such other relief as may be appropriate under the circumstances.

This the 7' day of October, 2013

OF COUNSEL:

Mark Haire, Esq. (MSB #2065)
Deputy Commissioner of Insurance
Special Counsel to the Commissioner
Woolfolk Bldg.

501 North West St., Ste. 1001
P.O.Box 79

Jaclkson, MS 39205-0079
601-359-3573

Lee D. Thames, Jr. (MSB # 10314)
Corey A. Aiken (MSB # 104444)
Mississippi Insurance Department
Woolfolk Bldg.

501 North West St., Ste. 1001

P.O. Box 79

Jackson, MS 39205

601-359-5537
lee.thames{@mid.ms.goy

Regpectfully submitted,
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B Sifteia) seebsiva i the Dpetns o Stmeliod Seaatet

. Homeland Security

Hoyner Mewe> Writhan tastimony of FEVA Adminisirator Sraly Fupsis e 4 Seaate Sunking, Houslog, and Urban Alfaiss Subcommltiee on Sconormic Pollsy 1earing
Atlad Yraphmenixtion ofihe Eaggert Waters Flood Inaurnsa Refortn Aot of 32 Ong Yaar After SEnastmant’™

Maws Written testimony of FEMA Administrator Craig
B — Fugate for a Senate Committee on Banking, Houﬂm-;r
P and Urbas Affairs, Subcommittee on Ecgno*uc Pohcy
24— hearing titled ° ‘Implementation of the Biggert-Waters
“mases | Flood Insmm:e Beform. Ac’t of 2012: One Year AftEI'

wimsds | Fnactment”
Press Relegces
(e Releace Nato: Seplember 18, 2043
Spesat ] 5368 Dirksan S=nate Qifice Building
% - Introduction |
_‘____:_ﬁﬂ_fi“ﬂ | (inod sfiermacn Chairman Medidey, Renking Memsier Halkr nd distngustied Maesbers of he Subeommlites. My nerr s Creig Fgate, and

{ 310 the Adminlatrator at the 1.8, Depssiment of Hamaland 3ecunty's PHI} Federal Smargency Management Agancy FEMA), s an
feriorto apoear before you today on debalf of FRMA tp discuss The Maflonal Fland Insurance Program {(MFIP] and pur affosts to implerssnt
tha Figger-Walters Food Inswancs Refarm Ac of 012

?u oy testimany foday, [ wil dlssusz e NRIP; fe changes FEMA s making a5 2 rasult of tha Acy the refo of fced maps aad isees; 2
siaps Jropacy SWRsTS Can jake o Infgate agsinat lood damuge,

Flooding and the Need for a National 2 Program

Fluu:ijng has been, and contes b be, 1 sadous fskin e United Smtes. Most ipnurence companies have historcaily sxdided deod
damags from homeowners isurence sacause of atverse sefosilon - taly thase mest smceplitle o Tooding will puthase covemge. To

tresy ikfs need, Gongl iskad the NFIP in 1586 to make faod Insurarce avallatie, Kentily dood rske and encourage ssund focal
Sood sk at, The MFIF L= administeree by PERMAL

Thte M was hroadenad and madiied with the passage of the Flood Disaster Protectian Act af 1973 and olher egislaiive messres. lwas
furiher momdiEed by the Nafonal Flood Inswuanca Refon Act of 1954 end the Finod snsuranece Refom Act of 2804, The mostrmcem refarms
haue come afler simerous shat-tens menthorizatons and lapsas in Program auiionty over the gast savers] years

Abatt 40 pereant of the 148, population fres it comiies Wat Sarder e ocean or Great Lakes and are diyeclly or indirecly afeciad by fioed
sisk, and mest 1.8, entmiies contain fvess snd streams ol presant flood hazards, Moreover 8.3 parcent of the LLS. populalion fves n the

. highest sk coastal and riverne flpod Sazard arsss, makdng tooding the mast costly and pravalenk natrat Ak in e Unliad States.
Addliienally, 363 leval dae, timate thenge, whanizaton amd alherfacars may fead ko even Woes Amsrizans hing It igh feed idsk areasin
GOy years.

e MFIP sarvesas e foundation foe ratlonal stiors b reducs the ks of e and popedy fom flood disastats that may acor, The
. Pragearn is deslgrad ta insure against, aswell as minkiza or midgata, he Rrg-tar dsks b peopls and prperty Fom the efitas of tacding,
- apd bt rsduGe e cooalathy cast of fs0ding to bavpayers, Tha MFIP warks desaly In padnarship sith vWite Your tvm (A0} Insurancs
companles to maiiet, sell, adminlsterand adjust efslng for polloyholders, By enceruraging and supporting sEgation ard finadplain
managemant e, the NEP |5 estimeted fo save the sallan §1.6 billan anndally in avolded Sotd insses.

Tetay, aimast 32,060 comminifes it =8 states and tamfaries pardciate In the NEIP, with 5.4 milan MFIP pelices providing over £1.2 tlkon
iy covarage, R -
Tt MEIP wiass, by stohate and dasl, ol acibaraly ssund. Speciically, 20 percent of paloyhaiders, Inciuding tary 4F s NFIP's highest

M rlsk struchres, paid preqriums il weee less lhan aciukialy seund and ihe governmant was sibslizing on aveage 80 pemedd of e loss,
Tire deb resulting from Heeicanes Wit 204 Sandy, he two costiest starms in NFIP history, istrate e Mrenct chalengas fbrthe NFIP
that s Biggert\Waters Flsod Ingiranes Refonn Actaf 2017 simed o aridimss. Signifcant comentrated losses in high policy mivarage areas
pueld sat the program up for fubire lussas bayord the anfhorzad Sormawing authonity. 16 addiion, e Manca! chalisnges are helghtened dug:

http:/fwww.dhs.govinews/2013/09/18 fwritten-testimony-fema-ad... 9/23/2013
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t subsicles and grandfuthering that wers astublished % gneotrage okder suctures [o padicipate It tha Program and make pramiums
afedabie for Sesa pofloyhaidem n high dslt areas.

Peorsuant to the statuta bafare *he Sigyert Walers Flood thsirance Raform At of 2512, FEMA asiadfshad subsitllas for owners of 3xlsing
homes and businesass Sull pivea fe il Floce Insurancs Rate Map (FIRM) end mads them sigible ko purchase lnsurznes at subsidized
rates. s aherwards, 2 buidig Bulk efors foad sk wes knawn, and atax 2isveticn belew e one-perant anmeat chanos Naad, could be
\nsured at a rate substandally less fan thalr eal dek rate,

The MFIP miacts more Than 335 bilion in annual pramim muande, and PEMA esimales hat 2% addifassl 31,5 billon annuzlly Is heeded
fram subgdiged zalloyiolders

PFEMA also established urandistarad rates to adiress mtes for steosiures bollk Tn comalianes with exising S(RMis thal siperenced
suhsequent increases T food sk, FEMA. allowed these shucliizs o drandfather acvoring lo the fisk identiisd on Tie sarfisr &R, and ol
Tt adust premiams b refisct e cirent isk. Grandfathaesd properies dre ast subsidzad ty the Pmgrm, and FEMA 2sipkishes coss
subsidias Within dlasses of stuctures fo malitaln s sabzsdal Intogrity of the rte stucture.

Yhis ansuHl sromium shorfall during catastrghic Reoding avents, such a5 Hisricanes Rabrina aod Sandy, required FEMA 1o vsa its SRR -
Bty to bormw funds irom the 1.5, Daparnent af Treasury, Fhers Lids were used ta pay covéred ficod dknage caims o
pelicynoiders, Althuuh payments ave been mads i cedute fis obigaion, 324 biftan in debt temains.

Biggert-Waters Flood Insurance Reform Act of 2012

Conaress determined 1natwsher rafiyms wepe aeeded L ke surs e NP wns fmaacially suskinable.

To vxuciie tese efarms, Cangress passed e JiggartWaters Ack, The law regyited changes tnall of the major compesenits of he
program, nciiding food inserence, fuod hazard wapping, grants and tha qameant o lacdpising. Mapy of the shengets are designed o
strenglien the fiscal soundness of fie MFP by ansuring st food insrancs frfes more accuraiely reflect e real risk of fonding, The
ianges are being phased in cvar fme, Degioning thls year, Hgoart-Walars alse reaiihorzed the NFIP for five yoars, which injscled
confidenea and stablly irde e @2l ssiats and mortgage markets,

Bemoval of Subsidies and Grandfathersd Rates :
Blgaer-Walers ushersd in sanges that will lead i premium rete Increasas for 2aie ~but nét 38 - paricyholders svar Sme.
Teday, § wanld ke o faous on the secilons of the At Hat remava =Jbsidies and grandfathared mates,

Currandly, gpproxinately 20 pestant of gellcyhaiders, representing approdmately 1.1 mifion of tha 5.8 million NFIP polfcles, now pay
aubaldizad ralss, As FEMA mplements the changes stipulated in the Rigger-Waters legistation, these golicyhalders wil svontusly pay wies
{hatredect actoml Ask to their propertes. The :2maining 82 perant of goloyhaklers will nat sea Tnereazos as & rasul of this change, sHihougi
it s pogsibie that their reies Wi incease §, in e fulure, naw maps reyaal higher dsk mder tne pliase-ctt of grandiathered =hes reqafred by
the iegislation.

Spaciicay, fe fllswing dianges for suhsidized poflayleiders will be orave atmady teen inpkimentad due ta he legisafon:

+ Hegitming Janwary 4, 2013, ovmers of prparies previously sfgibia for subscized rales on pop-arimaryfs=conddry maidences in
2 Special Flund Herd Arss (SEHA), sav 3 25 paroent inoredes armuzally in thair raiss, 8k Feqrirnd by the av, wikh wit
cantinue uni) mtes wiac rue sk '

« Y anficipate that under 3 fital ndemating, awnee of iy dumaged orfopraved proparias previcusly eligible for
subsifired wtes Wil seq @ 25 porcent rate ncrense sy, ssreqeired by ha law, unllirates efiset e risk.

« Beyjinning Qcleber 1, 2013, swners of subsidized puilles on business/nor-residentiat properies and severa oF rapetiifve toss
prapertias n a Spestal Floodt Hazard Ared will s2e 2 25 poxtenl rale increzse apnsaly, a3 Teqeired by the law, il Hes reifect
e flaod rlsk,

AR subsidizad prepenias, Mcuding pdisry fesidences, Wi move medistaly b ackrars) mtes 14

+ The policy lspsss;
+ The propesty suffars severs, repeated, flaad lassest or
» Tha propery |s purchased.

Caeh property's risk s @farant. Some pallsyholdans mey resth thelrirus fisk rate fertess Ban five years of Inarzases, whike olher
polleyhnisar ncreases may go bayend five years o get ta lhe full dsk pale rquicad by the new law,

Wit regard to grandfathersd ries, additeeal charites to premiurg iales may 5|50 ceourupon remapEing. We are evabiating when itls
astrativaly Seasible: fo imp W these rals chang2s,

When 2 map is reised or (pdated, grandisthering will ne lengsr be avzlzhla, Crzndfihering s apofied in o sllvalons: o slow
polieyhoiders o & Spevial Flood Hazard Area buik in acesrdance with fioad maps i keep rates that riletted st compianca even I 3 later
map would Inerassa telr pramium; 4nd to 2nable struchires bufh siside of e Spacial Flood Hazam Area and e remagped e he Aum

4
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10 purrhiase insurEnce based on 3n avamage cooss-subsidirad rats. The Act repieces the poicy of offaring grandfatherad mies wits 3 fm yaar
phzsadn to mies hat refiect 1hs cyrrent sk when 3 FIRK i revised or vpdatad.

The Role of Flood Maps and Levess

VMapping and ienttying food hexards shabfes infermed, snart « pment 20d ces cammuEes i adopt and eaforce minimes
fieauipfain managamant ragllations, These «fiors minimiza e tkandal impact of fvedng o chvinleis and ousinasses, and migain the
effects of dlooding on new 2nd improved siuctres,

FEMA conslafently relanses raw food maps dnd dat, giving commaltiies acnzss Amesioa atcess to helpfil, autheriative data fat they can
e by nake decisions about fivod ek suaAbfng safer development end mhullding following disestens, SEMA fs required bo review tommimiy
finerit maps every fve years and assess whelharto revise or updala tham Bassd on current condiions.

Flond azard donalions are mare acourately Gaguren noW as & meslil of FEMA's Risk Mapping, Aszessment, 2nd Planning (Risk MAF)
grogramt.

FEMA hegan [mplementing the Risk MAF program at te st of Fiseal Yenr (Fy) 2008, Risk MAP niof onty addresaes qaps in fead hazae
data, but usas Hat updated data ‘o form & sedd foendsion for sk 1t ared lsadptain I and jn provide [pcal, steie and.
fribal gevernments will: imormation needsd to mifgate food mlated dsks, Fiek MAP i iioduciny aaw p d services sidepring
boyond He raditonal doikl Aood maps prodecad W Flord Map Modemization, nduding visual Fesiraiing of Soosd disk, analysis of the
pribabilly of Fonding, acononis consequences of foaalag and greatar publie angagement tooks, FEMA is Doessing s work with offcizls 1o
help use Hood risk data and Inois o efecivaly cemmupicale dsicto ciizahs, and enable communities & antancs Meir mitigaton ens,

FEMA hes inliatad 850 Risk MAP projecs afiecling 3,800 cammucities and sndresved lheir lighest princty enginasring data nesds,
inciuding roasial and levas areas.

Regarding Mvaes, FEMA has deo revlewsd ity spproach to manping floud hazards with respect o nop-accredited levess, FEMA, moogizes
{hat kevas systoms that do notully steet b fequremerds for zcoedizion may =il provide some fmeasurs of flood risk rducion.

A & femetl, FEMA In infroduclig 2 new Sprrbach of Ergeted sedaling precadunes ta replacs the pravious “sitheut kewes? aperoaeh, hatdld
not recaghize 2 ann-asersditad lavee s praviding any bevel of protesdian to communiies bahind le Jevess durfag fhe baoe {1-percant
annpal-chancs) focd, Thess procadures batier tharaceikzs aetugl condBang that 2 sammunity may sncauntarvhen atkdrassing 1o
accredlied lavass orisves systoms.

FeMA devised this nme spproach by teading a multldisdplaery pmjset laam comprised ot isprssankallves fom FEMEA, the L5, Afmy Garss
o Epglnesys, and xperis fam e academic ahd sngitsadig commeniles o evaluata fechileal opitons for sorsaccreditad levnas. The
FENiA-led ipam axpiorad 3 broad spectum of avaa anaiysis $id mapolng procaduras. Based on e msults of the developmeant, tesing,
maview 2nd pobliic somiam sffors, FEMA caaled and Isimplamaiting 3 leves ansiydls and mapplg approast izt s fexibie and wi)
producs mare precise food hazard weps ditd sipporing dats whers leves sysiens are nvoived.

FEMA willl use these few procedures 1o prackies Floae] Insurance Rale Mape (FIRMs), Food Insursces Sty reports, and refated progushs
i commumiics and Toabes ingreied by fos-acorediel leuah tysiems. Actre godl of the paw pracadures indutes identifing mors
procisely ihe flnod hazard associded with levee systema and mfecing Ge resulls i the mapping, An Imporiant of the affertls also
flerpasag the credinility of FIRMs whare nen-acredited feves sysiams exlst.

The pew approach, accampanied by nperafng guidancs, Wil ba applied i a feifed anmber of pojests darng P 2018, and aiber fulus
mapping projecs wil be privsitived asaddlion! funding Is avedaile,

FEMA Regional Officas Wil be ir confact vilth communitles to Mentify panicipants for 2 dequssion shent it local lavee system and o
facilitale = Lneaf Leven Parinerkip Team o neaded.

This tersn wilt be camprised of FEMA and communily representafives fo provide input and guide the fmplementsian of Gie approach,

Edneating Stakeholders and Implementing the Provisions of Riggert-Watess
FSuIA tras underiaken sigrificant steps o bform s policyitulders and saksholdars sbaut these shanges i (e MFP, Incduding edicaling:

« [pshrance agents sufing Jrod herance,

« Bemitors, the banking semmurly, foodpiain managers, nsimenes sxoeufives and oihers,

= Pglifical leadarship atlocal, stale, libal and fedeénm) levels;

v Disaster surdvars so tiey san b ffcmed should thiey chosas b rabulld; and

» Affected peticyhoklers, who wif mesive nodfication trom Helr nsuranca company I el bils explaining thangee,

ratod "

The Acthas alan pror I ges tn e NFIP iself, ineluding its processes and regalations. Areas specifically impacied
hy BiggertWakers Include avluarial scisnees, hsurano: underaiing, Toodglan management and foodpdain mapging.

FEMA is actively mesling «ilh afected commurdlies thronghout tha cooniry k dlsesss fese changes. This summer, Assoclata Administratnr
for Federal nsuemss ane Midgation Cavkd Miller raveled 4o Louisiana and Mississipnfle sea and haar Srstdand the patential fmpacts of the

hitp:/fwww.dhs. govinews/2013/0%/18/written-testimony-foma-ad... 9/23/2013
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law 1 pofimhoidars. Additonaly, many FEMA, st participated in outreach meedngs with nslional snd reglnd assaddalions and
comunlies 1o provkde iformation on the new law. Whils i e G Coast regian, {L was vary clear that thuera are chaliengas o

F Fing tu Iave when praqusms may sxcasd $10400 o in more high dsk areas whar homes am not gl elavaled of taught aut, I
the Buif Coast, meany solloyholdars ara requiad to iave insurance and (e neat the ndusiry jads that suppact aur natlonal sgonamy. In
states wilh racent diaaetrs e Mew Jargsy amd Mew York, commumilies sra gning throtgh he sracess of adopling new maps as @ reault of
Incmasad dsks fotnd I mepplag somplsted beth pre-and postdisaster.

he Role of Mitigation in Affordability

As Bte MPIP ransidans loweard Al risk rales, thers wilt he shipiflaant increases i pramiums o7 sme subsidlzed and grendiatharad
shreshiras ndivicials whosa popertles are at risk of flooding may Bk the resomces # maks prodent dsk mamagement and mifgaiion '
ducisions, nciiding the decision ta relocate, milgats or purdiase adequate Insumpcs,

Pursuznt it Min aroulsions 1 Biggeet\Watars, FEMA i chanjed with complutiag a sfudy with the Matiopal Arademy of Scientas ty sxplore
waya tor o gaimalatain pargipatan in the NFIP, methode o educate consumers about e MFIP and fivad sk, and methods for i
esteblishitg an afrdabily Famework for fis NEIP, moluding Implications of 2fordablily programs oy the NFIP snd (o Fateral budget. The ¢
Apademy sstimaies et Tl ety ake 2tisast ko year o comgplei ihe study die o the ared ta obtein dats ok policp-folders and thelr
incomes.

‘Thers w6 steps e publccan ke o minjmize heir sk, of damege sttould a faod goour, a5 well as to reduea pramiums. FEMA'S Habard
Mitlaztion Assistmaa (HMA) pograms provide funds far profedts fhat reduce [he sisk ly brdividisale and propedy Stm natural hazams. These i
pregrans enable mifgatien measures b ba implamented befors, durng shd LT disaster recavary. Lot Jarisdlcdans duvelop sroject St
fedyse propetly damage from futtrs disesters and submit grant applcalions to lie stale. Tha stetes subnil appitations to FEMA hased on
state criteria and avallable findg, Toe HMA progreirs fojude: '

‘—

~ Harard Miig=ton Grant Program [HMEP) - The Hazand hMitlgion Grant Program providas gramts ta implement teng-tarm haziand
mifation measures aftec 3 majr dlsasier dechiration. Tha pupoar of MG is te reduce tha joss of e snd propeily dua o
fralural disastess and ¥ anable miligalion mepsies o be rpfementad durlng recovidy rom a dieaster.

= Hbgaticn Auststanes Granks— Tha Miigalion Asslstanca Grants program provides funds frem fa National Fhmi' Instrance Sund
on & annual bads so Sl measums can be 2kt fa rexdnee ar sfminaie sk of food damage to brildings nsurad undar ha
NFIF.

————— b

'
FEMA anecurages pmpeety and 2usihess owners cancented abott potental @l invaases as a iesull of Biggart Walers [o coniact thalr Joeal
communlly prNNg, Smergency manegement or State Hazard Mitigalion Giiceria leam mare about Implemanting these migatlon effaris.

Conclusion

=0, adminisiens The MEEP to help communites inTrease Heir resliznes i dsasier imough dsi analysis, dsk pducion and sisk nuance,
“The NFIF heips indbddud citizens recovar from the ecenonlic impacis of fasd avents, whie providiig a mechaniam ta reduce swmosure o
fracding Hevugh carpifance with uiding stendants and encoumging sound landus2 dedsiens. .
F2MA, Inoks forazd to werdng with the Congress 3= Diggert ‘Waters Iy bnplemenied.

“Thani you agein R the apporfuaity 1o appasr beipre you foduy. | AM haphy o answerany questians you rmsy iuve.

Peviaw Datar Sapternter 18, 2013

hitp/fsvwsr. dhs. gov/mews/2013/09/18fwritten-testimony-foma-ad... 9/23/2013
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FLOOD INSURANCE
More Information Needed ¢n Subsidized Properties

What GAD Found

The Bigger-Waters Fload nsurance Reform Act of 201 2 {Bigger-Waters Act)
immediataly sfiminaled subsidies for abeut 438,000 National Flood Insurancs
Program (NFIP) policies, bt subsidiss on an estimated 715,000 policies across
the nafion remain. Depanding on faciors such as pafiyheolder behaviar, the
number of subsidized palicies will continue 1o declie over time. For example, as
properties ara sold and the Federal Emergensy Management Agency (FEMA)
resolves data imitafions and defines key irms, mors subsidies will be
efiminatad, GAD analysis found that remaining subsidized poficies would cover
properties in every state and termitcry whers NFIP oparates, with the highest
numbers in Florida, Lotisiana, and California. In cernparing remaining subsidized
and nonsubsidized palicies GAC found varying characteristios. For example,
counties with the highest and lower home values had a larger percantage of
subsidizad versus nonsubsidized policies.

Egtimatad Remaining Subsidizet Policies and Porcentage of Poiicies by State They Pepresent

Aianka Estizated.aummbar of ramening
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Soitromn: AL analyzis oRFEMA dufe; Mep-Resaures frag),

Data constraints it FEMA's ability to esfirmate the aggregate cost of subsidies
and establish rates refleiing actual flood risks on previously subsidized poficies.
FEMA does not have suificient historical program data on the parceniage of full-
risk ratas that subsidizad policyholders have paid i estimate the financial
impact—in taims of the diffarance betwean subsidzed and full-risk premium
reies—io NFIP of subsidies. Also, becausa not 2l policyhoiders ars required to
provide decurmentation sbout their flood fisk, FEMA gensrally lacks information
nesded o apply full-rsk rates {as requirsd by the Bigger-Waters Act) on
previously subsidized policies. FEMA, is encouraging thesa palicyholders to
voluntarily submit this documentation. Federal internal control standards siate
hat agencies should-identify and analyze risks asscciated with achieving
program ohjectives and develop a plan for obiaining needed data. Without this
documentation, the new rates may aot securately reflect a praperty’s fisll fload
risk, and policyholders may be charged raes ihat 2re too high ar too fow raiative
to thedr risk of floeding.

Options from GAD's previeus and current work for reducing the finaneial impact
of subslidies on NFIP includs (1) adjustng the pace of subsidy sliminafion, (2
targating assistance or subsidies based on financial need, or (3) increasing
mitigation effarts, such as relcation arglevation that reduse s property’s food
sk, Howsver, these options have advantages and disadvantages. Morsover, the
options gre not mutualty exciusive, and combining them could help offset some
disadvaniages.
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In 2012, the Federal Emergency Management Agency (FEMA), which
ariministers the National Flood insurance Program (NFIP), coliected 33.5
billion in presmiums. it estimated that aboot 1.1 milficn of 5.5 milicn NFIP
poiicies—about 20 percent—wsre sold at highly discountad rates that did
not fuly reflect the actual rigk of flooding. The National Flood Insurance
Aot of 1968 authorized subsidized rates 1o encouraga participation in
NFIP, espaclally for properies in bigh-risk Incaticns that otherwise would
nave been charged higher pramitms and were built before Flood
Insurance Rate Maps (FIRM)} became available and the level of risk was
clearly understood, The discounted premiums helr achisve the goai of
promoting participafion in the program, but do not contribute sufficient

- reverues fo covar potential losses. We have previcusly found that
because of thair relatively high losses and lower premium rates comparsd
with policies that are charged rates Intended 1o reflect the actual risk of
flooding (full-rfisk rates}, the policies recaiving subsidized rates have been
a financial burden on NFIP.!

Since 2000, NFIP has experienced several years with catastrophic
Insses—Josses excaading $1 billion—and has nesded to borrow monay

1GAQ, Flood Insurance: Opfions for Addressing fhe Financial Impact of Subsidized
Fremium Raies an e National Flood insurance Program, GAC-18-20 Washington, D.C.:
Nov. 14, 2008),

Fage 1 GAD-13-807 Floed Insurance



from the U.S. Treasury (Treasury) o cover claims in some years.” The
nsses resulting from Supersiorm Eandy, which causad exiensive
damage in several states on the eastern coast of the Unitad States in
Ocioher 2012, also are expecied to be catastrophic. As of May 2013,
FEMA nwad Treasury $24 hillon—up Trom $17.8 bilfion prior to
Superstorm Sandy—and had nof repaid any principal on its {oans since
2010. As a resuft of the prograr's importance, level of indebisdnass to
Treasury, substantial financial exposure for tha federal government and
taxpayers, and FEMA’s management challenges, NFIF has been on our
high-risk list since 2008.° |n other reports, we also have identified a
number of management arc operational challenges that have hindered
FEMA's ability to effectively administer NFIP.4

The Bigger-Watars Flood Insurance Reform Act of 2012 (Biggert-Waters
Act) introduced many changss intended to strengthen the futurs sovancy
of NFIP.® In particular, the act efiminated subsidized pramium rates for
several fyces of progerties.® In addition to program changes, the Biggert
Watara Act mandated fhat GAD conduct a number of studiss, including
this study on: the properties that confinue to receive subsidized rates aiter
the implementation of the act and opfions to further reduce fhese
subsidies.”

?FEMA has awtheily to borrow money from the L8, Treaswy to pay lpesas that exceed
pramium revenue and any accurnulated surplus. Before Superstorm Sandy, this borrowing
authodty sieod at $20.725 bliion. In January 2013, Congress passed and the President
signad inta law = $8.7 billion Increase in this authodty to pay flood caims related 1o
Superstarm Sendy. This raised FEMA's borrowing atthority o $30.423 billion, Pub, L No.
143-1, 127 Stat. 3 {Jan. 8, 2013}

Ices BAD, FEMA: Action Neaded to Improve Administration of the National Fiood
Insurance Program, GAQ-11-287 (Mashingion, D.G. June §, 2011; High-risk Program,

GAQ-0E-BTT (Washington, D.C.c Mar. 15, 2006); and High-Risk Series: An Uprate,
GAO-13-365T (WasHingion, D.C.: Feb, 13, 2013).

450 BAG, National Flood insurance Progrant Continusd Aciions Naeded fo Address
Finenclal and Gperational lssues, GAO0-10-1 03T (Washington, D.C.; Sept. 22, 20100,
GAQ-41-287 and Focd fnsurance: FEMA's Rafe-Sefling Process Warrants Aftention,
GAO-09-12 fWashington, D.C.; Oct. 31, 2008).

Spub. £ Ne. 112-144, Div. F, Tide i, SubiiL. A, 126 Stal. 425, §16 (July 6, 2012},
Spgh, L No. 112-141, §100208, classified as amenced at 42 i1.8,C. 4014(a)2} and (g}
TRub. L. No. 112-144, 100231,
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This report discusses (1) the number, focation, and financlat
characteristics of proparties that continue to recsive subsidized rates
comparad with full-risk rate properties; (2) the information needed o
estimatz the historic cost of subsidles and establish rates for previously
subsidized pelicies that reflect the risk of flocding; and (3) options o
reduca the financial iImpaet of remaining subsidized proparties,

To address these objectives, we analyzed FEMA data on NFIF flood
insurance policies, claims, and repetilive losses, as well as historic data
oh dalims and premiums for policies with stbsidized and full-risk rates.?
We used the datz and information from FEMA officlals about their plans
to Implerment the Biggert-Walers Act to defermine which policies would
retain subsidized rates. Wa datermined the number, location, and
coverage amowtis of these remaining subsidized policies, the ciaims and
prermivrms afiributable to them, and the historic fraquency with which they
exited the program. For requested informafion on the financial
characterstics of policies that was not avallable from FEMA, we used
indicators from publicly availabie census and real estate data 25 wall 25
NFIF poilcy-lewel coverage amount data. We used these datz to analvze
the similarities and differences in the financial characteristics of properties
with subsidized and full-risk rates. For example, we ranked nationwide
county-level madian home value and median housshold income from the
2007 through 2011 Syear American Community Survey (AGS)-~a
continuous survey of households conducted by the U.8. Census Bursaw.?
We detenmnined the relafive ranking for counties with large numbers of
rernaining subsidized poelicies. We also selected jive case shudy counties
1o flusirate similarities and differencas in characteristics of policies at the
city level within these counties. Resufts from these case studies cannot
be projected naftionwide, We selectsd the counties basad on The number
of ralevant NFIP pelicies, location, and reliability of publicly available raal
estate data for the county. Ve also used the publicly available real estatz
data on median hame valuas for ciiies In these counties, We assessed
the reliabllity of each data source we used by interviewing agency cfficials
and gathering and analyzing available information about how the data

The scope of this report 2xcludes poficias with grandfatherad rates and pdficies with
prefarred risk premitrms, which are also discotnted.

9The 2007 thwough 2011 ACS S-year estimafes are hased on multiysar period ssfimates

for the years 2007 through 2011 and should not te inferpraied as sstimates for any
particiar year in that pericd.
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wera coflected and maintained and parformed electronic tests of required
data glements. We also spoke with reprasentatives from g private
company that collects and estimates data on real estate values as welf as
with an azademic and other users of these publicly aveilable real estate
datz about the refiablity of the data. We determined that the data from
each source we used were sufficiently reliable for the purposes of this
report. We analyzed MFIH's legistative history and relied on FEMA's
interpretation and implementation of legisiative requirements autheorizing
subsidized rates for cerlain properiies in high-risk losations. We
interviewed reprasentatives of NFIP, the insurancs industry, and
floodplain maaagers. Finally, we spoke with an academic shout a study of
NEIP proparties and analyzed ather siudies on refevart flood insurance
issues. Ses appendix | for mars defafls about our scope and
mathadology.

We conducted this performance sudi from September 2012 fo July 2013 -
in accordance with generally acceptad government auditing standards.
Those standards require that we plan and perform the audi to obtain
sufficient, appropriate evidence to provide a reasnnable basis for our
findings and conclusions based an our audtt objeciives. We believe that
the evidence obtained provides a reasanable basis for our findings and
conclusions based on our audit objectives.

i e He 2 R AT N T, GV e s A T

S Since the inception of NFIP in 1968, FEMA has sought to have local

B Ckgf QU communities adopt floodplain management ordinances and offered flood
fnsurance io their residents in an effort fo reduce the need for gavemment
assistance after a flood, Premium subsidies wers seen as a way to
achisve the program’s objectives by ensuring that owners of existing
properties in flood zones could afford ficod Insurance. NFIF has three
components: (1) the provisian of flood insurance; (2) the requirement that
participating communities adopt and enforce floodplain management
requistions; and (3) the identification and mapping of flcodplaine.
Community participation in NFIP is voluntary. Howewver, communifies
must join NFIP and adopt FEMA-approved building standards and
flocdplain management stratagies in order for their residents fo purchase
flood insuranca through the program. Additionally, communities with
Special Flood Hazard Areas (SFHA)—areas at high risk for flooding—
must parficipate in NFIF o be eligible for any form of disaster assistance
ioans or grants for acguisition or construction purposes in connection with
a flood. Participating communities tan receive discounts on flood
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insurance ¥ they establish ficodplain management prograrms that go
bayond the minimum requirements of NFIP.™ FEMA can stspand
communifies that do not comply with the program, end cormmunities can
withdraw from the program. As of May 2013, about 22,000 communities
voluntarlly participate in NFIP.H

Potential policyholders can purchase flood insurance that covers hoth
buildings and confents for residential and commersial properties. NFIP's
maximum coverage Emit for single-family residential policyhalders is
$250,000 per unit for buildings and $100,000 per unit for contents. For
commeraial policyholdars, the maximum coverage is $500,000 per unit. for
buildings and $300,000 for contants.

Currant law prohibits federally reguiated lendears, federal agency lenders,
and government-sponsorad anterprises for housing from making loans for
raal estats in SFHAs whers the commuinity ks participating in NFIP, unless
the propesty is soverad by fived insurance, ™ For structures deemed not {o
be in SEHAs—that i, that have moderate to low risk of flooding—-the
purchase of flood insurance is voluntary.

Tiood Zone Designations

NFIP studies and maps flood risks, assigning floed zone designations
from high to low depending on the risk of flaading. SFHAS are high-fisk
areas that have a 1 percent or greater annual chanee of flooding and are
designated as zohes A, AE, ¥, or VE {fable 1). Areas designated as v or
VE are located along the coast. Areas with a moderate-to-low risk for
flooding are designated as zones B, ©, of X, Areas where analysis of the
flood risk has not been conducied are designated as D zones.

1074 e ellgible for these discounts, communities must parficipate in the Community
Raling Systam, a voluntery program established in 1590 to encourage Cormrmunity

‘foadplain management agtiviies that exceed the minimum NFEP standards, Under the

Corrunity Rating Systera, food Insurance premiun rages are discounted o reward
community actions that meet thres goals: (1) reduce focd damags to insurable property,
{2) sangihen and suppert tha iRsurance aspecis of NFIP, and (3] entolirage a
comprehensive approach to floodplain management,

"ipiot all participating NFIP communities have residents of businesses with paliciss.

1249 13,6.0 § 40122, Fiood insurance on propesties thal do not have a morgage in these
araas Is voluniary.
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4 Insurance Program Flocd Zene Designations

Designations

Risk level

Food zores B, G, X

Noderate~ 1o ow-risk

Flood zones A, AR

Special Bood Hazad Area—High-risk

Flood rones ¥, VE

Special Flood Hazard Area—High-isk coastal

Flood zone D Undetermingd sk

Sougca: FEMA,

Subsidized Premium Rates

MFIP offers two types of flood insurancs premiums: subsidized and full-
risk. Subsidized ratas are not based on sctual fiood risk, According to
FEMA, subsidized rates reprasent only about 40 percent io 45 percent of
ratos that reflect full flood risk. (We discuss how FEMA determines rates
in more detall later in this report} The fype of policy and the subsequent
rate 2 pailcyholder pays depend on savaral property charactaristics—for
example, whether the structurs was built befors o afer a communily’s
FIRM had bean issued anc the location of the structure in the floodplain.
Structures buflt after a community’s FIRM was published must be built fo
meat FEMA building standards and pay full-risk rates. Some communities
may implament activities that excead the minimum standards.

Frior to the BlggertWaters Act, subsidized poficies accounted for about
21 percent of ail NFIF poiicies, while those with full-risk premiums
accounied for the ramaining 79 parcent. While fha percentage of
subsidized poiicies has decreased sinca the prograr was established,
the nurmber of these policies has stayed fairly constant (see fig. 1.
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As communities were mapped and Joined NFIP, new subsidized poficies
were added. As shown in figure 2, the percentage change in subsidized
policies generally folowed the same trend as the percentage change in

{otal policies.
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Figurs 2: Perceniage Change in Subsidized and Tatal NFIP Policies, 1978-2012
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Even with highly discounted rates, subsidized premiums are, on averags,
higher than full-risk premiums. The premiums are higher because
subsidized pre-FIRM structures generally are more prone to fleoding (that
is, riskier) than other structiures. In general, pra-FIRM properiies ware not
conafructed according to the program's building siandards or wera bulls
without regard to base fiood elevation—the level relative to mean saa
iavel at which there is a 1 percent or greater chance of floading in a givan
year. For example, the average annual subsidized premium with Octobar
2011 rates for pre-FIRM subsidized properties focated in zone A was
abolrt $1,200, while the average annual premium for post-FiRA
properties in the same zone paying ful-risk rates was about $500. Posi-
FIRM structures have been built to flood-resistant building codes or
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mitigation steps have been fakan to reduce flood risks; thus, they ars
generally less flood-prone than pre-FIRM propertes.

Legisiative Authority for The authority for subsidized rates was included in the National Flood

and Changes to NFIP Instirance: Act of 1968 as an ncentive for commuanities te join the program
by adopting and enforcing floadplain management ordinances that would
redurs futurs flood lessss, Subsidies ware intended fo be only part of an
interir solution 1o long-term adjusiments in land use. Congress also
authorizad tha use of subsidized pramiums because charging rates that
fully and accuwatsly reflected flocd risk would be a barden to some
property owners. Table 2 shows the sources of legislative authority for
varicus subsidized premium rates.

T £ L

Retes, =5 of July §, 2012

2 o 85T

tatusiory Althorty for NEIP Subsidizad

Type of
property
with
sikeidy DefinitioniDescription Statute
Pre-FIRM  Properties with unknuwn elevations refative to the base Sertions 1307 and 1308 of the Natfional Fiood insurance
Azone fimed elevation in high-tisk arsas that wers built bafure Act of 1968, as amended.”
1974 o hefore the effecive date of & comeiunity's FIRM, )
Lavees Properties behind unfinichad or de-certified lovess (zanes  The National Flocd Irstrances Act of 1958 as added by
(AR and ADD and AR, respaciively). In both cases FEMA has secfion 816{) of the Housing and Cum:;mnlty
ASU zones)  determined Hhat the commundiy s close fo Devalopment Act of 1974, as amended.
finishingfrepaiing the levee.

The Nafionai Fiood Insurance Act of 1068 as added by
section 828 of ihe Heousing and Community Develapment
Actef 1992, as amended.®

PosiFIRNG  Properties with undetermined, bt possible, flood hazards  Secfions 1307 and 1308 r.:ﬂf the National Flood Insurance
D zone that were: buil after 1974 ar the effective date of the Act of 1968, as amendad.
community’s FIRM,

Pre-FIRM  Properties located in Spacial Flood Hazard Areas without  Ssciiors 1307 and 1308 of the National Flosd naurance
vV zone water surface slevafions determined and with velocity that  Actof 1568, as amendsa.
wers bilt before FIRMs became available.

1aSteps kaken to reduse fiood risk are known as mitigation. Acsarding o FEMA, the key
mitigasioa steps for residential propafes ars elevating a building to or above the area's
nase fnod elevation, relocating the buliding o &n area of lower dacd risk, or demolishing
the building and fumning the properiy inic green space. A communily also can take sieps fx
raduce flood dsk to an arsa by diverfing the fiow of waiar thwough weli-designed channels
and relaining walls, or by containing the water through ponds.
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Type of

property
with . ]
subsidy pedntioDescripion Statute
TFastFiRM  Properiies in coastal high-nazard areas built between 1575 Section 1307 bf he Mational Flood Insuranca Act of 1868,
¥V rong and 1881 t& be compliant with NFIP buiiding code 25 amandad !
standards at the fima, but that were grandfatherad into
rates when building code standards changed in 1981,
Emergency Properties in eommuniges participating in the Ememgency  The Naiional Flood insurance Act of 1988 as added by
Tlaoel Einod Insurance Program. The emergency program is a section 408 of the Houstng and Lrban Development Act of
insuranca  cornmunily's inftial phase of pariicipetion in NFIP and s 1988, as amended.?
Program iniended to provide & first layer zmount of insurancs at

subsicized rates an all insurable properfies befors the
tive date of the inffial FIRD.

Sourca: GAC ansiysin of appfoabls aws.

"Classified at 42 U.5.C. §§ 4014{a){2) and 4013(a).

"Clagsifed at 42 L1.S.C. § 4014e). -

*Claesified at 42 U.8.C. § 4014{).

Classied ab 42 11.8.C. § 4014(a)(2) but limited by 42 LL8.C. 401 8{)(1).
*Classified at 42 U.8.C. §5 4014{a}{2) and 4015(z).

Ciassiffed 2t 42 15,8.0. § 4014(a)(2) but imited by 42 B.8.C. 4015{c).
HClassified at 42 W.5.C. § 4856,

Since NFIE was established, Congress has enacted legislation to
strengihen certain aspecis of the program. The Fiood Disastar Protection
Act of 1973 made the purchase of flpod insurance mandaiory for
properfies in SFHAs that are secured by mortgages from federally
regulated lenders, This requirement expanded the overall numbar of
instred properties, inciuding fhose that qualified for subsidized pramiums,
The National Fleod Insuranca Raform Act of 1884 expanded the
purchase reguirernent for federaly backed morigages on properties
jocated in an SFHA, The Bunning-Bersuter-Blumenauer Flood insurance
Reform Act of 2004 established a pilot program to mitigate properties that
confinually suffersd from savars repeated flood lusses and offer grants for
properfies with repetitive insurance claims. Cwners of these “repetilive
inss” properties whe refuse to accept any offer for mitigation actions face
higher premiums.

Mpyh, L Mo, 108-264, §5 102, 104, 118 Stat. 712, 714, 722 (Jure 30, 2004).
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Mars recently, in July 2012, Congrass passad the Bigger-Waters Act.™
The act edended the authortzation for NFIF for 5 years and made
reforms to NFIP that include eliminating existing subsidies for

»  any residential property which is not a primary residence;

« any severs tepefitive loss property;*®

« any preperty that has incurred fioad-retated damage in which the
clnulaiive amounts of payments under this title equaled or axceesded
the fair markesf value of such properly;

» any business property; and

» any property that has experenced or susiained substantial damage
exceading 50 percent of the fair markat value or substantial
improvement exceading 30 percent of the falr markst value. ™

Rates that fully reflect flood risk for the types of properties jistad
previously ers 1o be phased In over several years—with incraases of 25
percant each year—urdll the average risk pramium rate for suich
properties is equal to the avarage of the risk premium rates for properties
withir any single risk classificalion,

Furthermare, according o the Biggert-Waters Act, other properties will no
longer qualify for subsidies under the following circumstances!

« any NFIP policy that has lapsed in coverags, as a esult of the
defiberate cholee of the policyholder; and

» any prospective Insurad whe refuses fo accept any ofier for mitigation
assistance {ncluding an offer to relocate) following a major disaster.®

Epap L Mo, 112-141, Div. F, Tt I, Subtit. A, 126 Stat. 405, 816 {uly 8, 2012}

Ear single-family properties, such properfies have incurred &t least four NFIP claim
payments exczeding 35,000 each, with the cumulative amount of such claims payments
evcaeding $20,000; or at least wo seperate daims have been mads with the cumulative
amount of the claims sxeeeding the valte of the properly. For muitifamity properfies,
FEMA will define the ferm by regulation,

Peyb. L. Ho. 112-144, 5100205, classified as amendad at 42 U.S.C. 2014{a)}2).
B0k, L Mo, 112-141, 100205, classified as amended at 42 ULS.C. 4014(g)3) and (4}
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Most Subsidize
Policies Continue 10
Receive Discounted
Rates and Have Mixed
Characteristics
Relative to Financial
Indicators

The act also stated that no new subsidies would be provided to

» any properly notinsurad by NFIP as of the date the act was enacted,
artl

« any properly purchased after the date of enactment of the act. {Thus,
progerty sales trigger efimination of subsidies. )1

The Biggert-Waters Act also requires FEMA io adjust rates to accurataiy
reflect the current fisk of flond to properties when an area’s food map is
changet, subject to any oiher statutory provision in chapter 50 of Thie 42
of the Unked States Code. FEMA is determining how this provision will
affect properties that were “grandfathered” Intc lower rates. In addition,
the act afiows nsurance pramium rale increasas of 20 percent anncally
(previotisly capped at 10 percent), establishes minimum deductibles, and
requires FEMA to inciude the losses from catzstrophic years in
determining premiums that are based upen “average histerical inss vear.”
It also incorporates 3 definition of “severs rapetitive loss property” for
single-family properties and required FEMA to estabiish a reserve fund,
arpong other things.

The Biggeri-Waters Act efiminated subsidies on approxdmately 438,000
policies, and with the continuing imptementation of the act, more of the
subsidies on the approximaialy 715,000 ramaining policies are expecied
1o be eliminated over time. in terms of characteristics, tha geographic
distributian of remaining subsidized pelicies was simiiar to the distribution
of all NFIP paficies. Other characteristics we analyzed—Indicators of
home yalue and owner income--were different for the poficies that
continue te qualify for subsidized premium rates compaied o those with
full-risk rates. in particular, counties with higher home values and income
tevels tended to have larger percentages of rernaining subsidized policles
compared fo those with full-isk rates.

ey L, No. 112141, §100205, classified as amended at 42 U.5.C.4014{G){41) ard (2).
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Most Policies Estimated to
SHl Quality for Subsidized
Rates, but their Numbers
Are Expected to Decline
over Time

Subsidy Elimination
by Property Types

We estimated that the Biggeri-Waters Act sliminated subsidies for
approximately 438,000 policies, and that about 715,000 policies continue
to qualify for sutsidized premijum rates {remaining subsidized policies).
Befora the act, subsidized policies represented about 21 percent of af
palicies and nearly all subsidizad policies were in the high risk arsas.®
Afier the inftial reduction of subsidies, the approximately 715,000 polides
that would continue o recelve subsidized rates represent about 13
percent of all NFIP policies and 21 percent of all SFHA policies.® The
efimination affectad various property types, inciuding nongrimary
residences, businessas, and severs repsfitive loss properties. About 92
parcant of the projectad remalning subsidized policles cover single-ung
nrimary residence properties and mors than 89 percent caver properiies
in SFHA arsas. The coniinuing implermentation of the act is expectad o
decrease the number of subsidizad policies. However, FEMA faces a
number of implementation challenges and elimination of subsidies 25
required by the act will fikely take years.

Az mandated by the Biggert-Waters Act, FEMA has begjun phasing out
subsitlized pramiums for business properties, residential properties that
are not primary residences, and single-farmily {1-4 unils) severa repetitive
loss properties.” According to our analysis of NFIP data, the 438,000
soficies that would ne longer qualify for subsidized premium rates
includad about 345,000 nonprimary residential policias, about 87,600
business poiicies, and about 9,000 single-family severa-repetitive loss
policies.® Nearly all subsidized polickes for primary residential properfies
continue fo have subsidized rafas. Figure 3 summarizes our analysis of
the immedists decreases in subsidized policies sternming from the act, by
property type.

D efore the act, sitbsidized policies represented sbout 34 percent of all SFHA poficles
(33 percent of all A-zone policies and 52 percent of all V-zone palicies).

Mpglicy owners that Ao longer qualify for subsidizad rates will bagin paying higher
premiums, however it will take several years of increeses befors they are paying Rill-risk
raes.

“pyh. L. Mo, 112-141, $100208A)(1).

Bpacausea there is soms overap amang categorias, the numbsrs do not sum to 438,000,
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. Estimated Decreases in NFIP Subsidized Poilcies Gue to the Biggert-Waters Act, b Proparty Tybe, as of June 2012
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Botes: BAG aralysis.of FEMA data,
Mote: This anafysis asstmes that most nonresideniial suisidies wolld be sliminatad and that only the
subsidias for ssvers repetitive loss policies defired as such in the ach would he eliminated. FEMA
data on the stallis or category of certaln praperfies may net be corrent. In addition, FEMA separates
out policies on cendarminiums, whereas we inciuded them in the primary and nonprimary categordes,
Thus, our astimates could vary froms FEMA's msulls, Further, there [s some overlag In these
categories and the residential and nonresidential categeries do nat add up o the totol number of
paiicies becansa the information in FEMA’s database designating palicies as residential or
nertresidantial was Imvald for one policy.

Continuing Deciine in Subsidies on most of the appreximetely 715,000 remaining subsidized

Subsidized Policies policies should be sfiminzted over ime. Under provisions of the Biggart-

Waters Act, most policiss no longer guslify for subsidies if NFIP coverage
lapsed or the properties were sold or substantially damaged. ® We
estimated fhat with implementation of the changes In the act addressing
sales and coverage lapses, the number of subsidized policies could
decline by almaost 14 parcent per year (sea fig. 4). At this rate, the number
of subsidized policies would be reduced by 59 percentin approximately 5
years. After about 14 years, fewer than 100,000 subsidized policies would

Zrgubsiantizlly damaged is defined 23 damage exceading 50 parcent of the fair markat
value of the proparty.
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Figra

remain. We based our esfimate of tha annual decline rate on the average
experiencs of the last 10 years of NFIR data using policies with similar
characteristics, but the asilal ouicomes and time required for subsidies tu
be redused couid vary. For example, the average annual decline rata for
the most recent 3 years of NFIP data was akout 11 percent. At this ratz,
the number of subsidized policies would be reduced by 50 percent in
approximately 7 years, and afier 18 years, fewer than 100,000 subsidized
policies wauld remain. Additionally, tharges from the act may affect the
behavior of policyhiolders. For example, policyholders might not allow
their coverage o lapse 1 they knew that they would ivss their subsidy or
they might not be able to sell their properties at the same rate ¥ the flood
insurarcs was more expensive.®

T R S )

ning Sub

X Esata-d pumber of NFIP Remal sidized Policies Using Varying Annual Decline Rates
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2ya comparad aur results with existing fierature. See Ervann Michel-Kerjan, Sabine
Lemoyne de Forges, and Howard Kunreuther, “Policy Tenure Undar the U.$. National.
Flaod insurance Program (NFIP),” Risk Analysis, 32, no. 4 (Aprl 2012). This study iooked
2t policy terure rather than deciine. We compared our rssults to this study’s results by
calculating ths average decling rate from their pudlished lenurs duration resulis. Our
anafysis showad ahouta § percent slower decline rate tan this study. The differsnce was
dus in part tn the data differences, We were able to dstermine when policyholders
changed insuranca carers whereas these daia were not available Tor the tenurs study,
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Tmplementation Challenges

Nettes: W used a 13.80 percent desline rafe based on analysis of 10 years of histeris NFIP palicy
data, 410,86 percent decline rale based on the 3 most recent viears of the NFIP policy data, and an
18.86 percent decline raie based an calculatians of data from MicheHagan &l al. study (2012).

" The Biggert-Watars Act will fikaly require several years for FEMA to fully

implement. FEMA officials acknowledged that they have data iimifations
and other issues to rasolve befare efiminating some subsidies. We
praiecied that subsidiss on most of the policies raquired fo be eliminated
by the act could be identified In FEMA's data; however, data limitafions
makz implementation of some provisions of the act more difficult. For
sxarmpia, the act eliminated subsidies Tor residential policies that covered
nohprimary residences, FEMA has data on whether a policy covers a
pricnary residence but officials stated that it may be outdated or incorrset.
In the past, FEMA did not callect this information for policy renewal so it
may have changed over fime. The act also efiminated subsidiss for
husiness policies. Howaver, FEMA categorizes policies &5 residential and
nonresidential rather than residential and business. As & result, FEMA
does not have the information to identify nonresidentiat properties, such
a5 schools or churches that are not businesses and continue to quaitfy for
a subsidy. Beginning in Octaber 2013, FEMA will require applicants to
provide residential and business status for new policies and renewals.

Additionaily, the act states that subsidies will be sliminated for policies
that have received cumulafive payment amaounts for flood-ralated damage
that equaled or sxceedad the fair market value of the property, and for
policies that experience damage exceading 50 percant of the fair markst
vaius of the property afier enactment. Currently, FEMA is unable to make
this detarmination as it does not maintain data on the fair market valus of
properties insured by subsidized policies. FEMA afficials said that they
ars in the process of idendifying a data source.

EEMA will have fo determine how to apply certain provisions of the
Bigger-Waters Act before elfiminating some sitbsidles. Faor exampte, the
act eliminaies subsidies for severs repetitive loss polidlas and provides &
definifion of severe repetitive loss for single-family homes. However, it
requires FEMA to define severe repetitive loss for multifamily properties,
FEMA has not yet developed this definffion and we estimats that 1,000
multifarnily severe repetitive loss policies will continue fo raceive a
subsidy until the definftion is developed and apolied.® The acl also

28\ g basad this estimats on FEMA data which uses a previous definition of severs
repefiive loss.
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eliminates subsidies whan propsriies are purchased. However, FEMA
has nat yet determined how to apply this provision of the act io
condominiurm associaficns. Finally, FEMA officials stated that fhey have
besn applying the arovisions of the act that eliminate subsidies onlv to
pra-FIRM policies. As & resuit, approximately 5,500 subsidized post-FIRM
V zone strusturas built befors 1981 that currently recelve subsidized rates
would confinue to qualify for subsidies.

Similarities and
Differences between
Properties with Subsidized
versug Full-Risk Rates

Locatiom

We analyzed a number of charactadstics of the remaining subsidized
policies. First, they had a geographic distribution similar to all NFIP
policies. Second, while higher percertages of rarmaining subsidizad
poficies than policies with full-risk rates were found in counties with higher
tnedian home values, remaining subsidlzed policles generally carried
smallet amounts of coverage, Third, counties with the highest madian
housshoid incames and counties at the [ower end of our income ranking
had largar percentages of remaining subsidized policies cormpared to the
percantage of poficies with full-risk rates. We limited our analysis of the
similarities and differances betwesn remaining subsidized policies and
the policies with full-risk rates (nonsubsidized) to single-unit primary
residences in SHHAs.

Cur analysie of NFIP data on the location of properifes that would
continue to receive subsidized rates shows that remaining subsidized
policies wotld cover properties in every-state and teniiory in which NFIP
eperates. Farida (133,000), Louisiana (65,000), Cafifornia (84,600), Naw

" Jersey (48,000), Texas (44,000}, and New York (43,000} had the highest

numbers of remaining subsidized poficies. These stales with the addifion
of South Carciina also had the highest number of total NFIP policies. In
contrast, Indtana, Michigan, and Fuerto Rico had the highest percentages
of remaining subsidized policies as a fraction of total NFIF poficies in the
state, representing more han 40 percent of all NFIP policies in those
states. Figure § shows the estimated number of remaining subsidized
policies by state and the remaining subsidized policies as a percentage of
total MFIP poficies in the stats.

"“?Acc;urding o FEMA documentation, bessusa the previously compliant consfructon
wouid be subject to very high rates if hedd to the later standards, discussions with
Caongress led to the decision te charge 1975 through 7981 construction with iess than the
fuit-risk premivri rates:

28 phout 92 p.ercent of the projeciad remaining subsidizad policies cover slngle-unit
primary residence properties and more than 83 parcant cover properties in SFHA sreas,
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Figure 5: Numbers of Estimated Remaining Subsldized 7

Represent, as of June 2012

LT

RS
plieia

b,

s and the Fercantage of NFIP Policies, by State, They

Yeemont $Hafn Y
3F3% 15750
T

3 Mo 20.5%
aeth ~ey-——Hempshire
Dakota —Hassachusatts)

7
¢ Bodle Jaland 25.2%
“Connse el 25y

Hewdersay 28.5%
Defars £.0%
‘Raryland H0,0%
- 0G5 S

PoedoRico 44,29

Estimated number afmmalning; suybisidized poligies

E\S { Lass thranzzan
2000-E400
5.000-8.599

1G{8-39,582
More han 36,000

SonreesBAD aralysin.of FEMAdalg; Mar Reeoweas [map).

States with the highest parcentage of remaining subsidized policies did
not nacessarily have the highest percentage of tofal NFIP policies. Sare
states had & higher percentage of ramaining subsidized poficies than the
percantage of fotal NEIP policies in the state (sse fig. 6), For example,
Californiz had 8 parcent of alf rematning subsidized policies and about 5
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percant of alt NFIP policies, and New York had 8 percent of all remaining
subsidlzed policies and 3 percent of all policies. Other siates had 3 lamger
percentage of otal NFIP palicies than subsidized policies. For exampie,
Florida had 37 percent of total NFIP poBicies and sbout 19 percant of all
remaining subsicized policles and Taxas had about 12 percent of alf
policies and 6 percant of remaining subsidized policies.

Fs T X it

& Deruentage of All NFIP and Ramaining Subsidized Ps:auc:es hy Selected Siates, June 2012

igurla
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Al

s
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Bercentaga of tokal NI palices
l Parcentage of iokal ramainkyy sebisidized.pplicies
Sourcex GAGamilysi-ol PRk dae.
Note: Skates nat listed had Jess than 1 percent of all NFIP policies and ramaining subsidized policies.

When analyzad by county, the rernaining subsidizad policies wers located
i about 2,930 of the more than 3,100 counties with NFIP palicies. The
number of remaining subsidized polisies in the counties varied graatly.
We estimatad that 151 counties had only one remaining subsidized
polisy, and anather 1,137 had fewer than 25 remaining subsidized
policies. We also estimaled that 247 counties had more than 500 of these
policies. Ten of these counties had more than 10,000 remaining
subsidizad policies, 4 of which wers in Florda, 2 in Louistana, and 1 sach
in California, Mew Jarsey, New York, and Texas. Pinellas County, Florida,
had the highest number of estimated remaining subsidized policies at
mors than 28,000,
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Horme Valne Counties with the highest median home values terded to have a highet
persantage of remaining subsidized pelicies than nonsubsidized policies.
For our analysis of the financial characterisiics of remaining subsidized
and nonsubsidized policies, we selected 351 counfles that represenied
more than 78 percerit of remaining subsidized policies.™ See appendix 1l
far mare informafion about the 3531 counties wa selectad for our analysis,
Because FEMA lacks data on home values, we used several indicators of
home value to tompare propariies In these counties that would confinua
o recelve subsidized rales with properties charged fuli-risk rates {see
table 3). Most of the policies were in the counties with refstively high
home values. For example, tha median heme value for more than half of
the seleciad courdies was in the top quactie of counties nationwide.
Further, the madiah homs value for mors than cne-third of the selected
counties wes in the fop 10 percent of median hame values for all counfies
nationwide.

Indicator Sourse Use Finding
Cotniy median home valle 2007 through 2011 Analyzed the data to determine Coundias with the highest and lower
American Community ralative ranking of the 351 selected  homs values tended to have farger
Surey (AGS) S-yeardata  couniles r2iaiive to parcerdages of remaining subsidized
fora LLS. counties alt couniles, polivies than nonsubsidizad polidies
in Special Ficad Hazard Areas
(SFHA).
Amcunt of building NP policy database Analyzed the data to delemming Remaining subsidized palicies
coverage - ihe number and percentage g@:neratiy caried lowsr amourts
for @ach single—=unit primary {at diffarent coverage amounis) of coverage than nonsubsidizad
residence policy located in of remaining subsidizsd and poficies v SFHAs,
an SFHA nonsubsidizsd policiss.
Chty median home Zilow for 5 selectad case  Analyzed the date fo lifusiaie Results varied by locafion,
value iredex study counsies whather differsnt results ocourred

at tre city ieval.

Homrew: GAO.

Brar gur analyss of fhe finandial characteristics of remaining subsidized and
nonsubsidized polices, we used 351 counties that represented 78 percent of all remaining
subsidized policies nafionwide, 77 percert of all single-unit prinary residence remaining
sunsidized palicies, and 77 percent of al NFIP palicies. We selected all counfies with
mors than 500 remaining subsidized single-unit primary resfdence policies and the five
cotnties i every state (and Puerto Rico) with the most remeining subsidizad policies for
single-unit primary residences regardless of number,
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The results of our analysis of nome values varied depending on the
indicator and the focation. Qur analysis showed #hat in the counties with
the highest and lower median homa values the percentage of ramaning
subsidizad policies was larger than nonsubsidized policies it SFHAs. For
example, ebout 43 parcent of total NFIP policies in the selectad 351
counties ware in the highest decile of median home values, but about 43
percent of the remaining subsidized peficies compsred with about 38
percent of nonsubsidized policies were In these counties, Vary few
pulicies of any type ware in counties in #he lower deciles of median home
value {deciles 8-10), hawaver in these counties there wera higher
parcentages and larger numbers of remaining subsidized policies than
honsubsidized policies {see table 4).

sy IS B i T, B R T T
'nla 4: NFIP Policies in 5FHAs by c:oun at{ian Home Value Ranking, as of June 2012

Number Mumber (percentdge) of MNumber {psreentane) of

{percentags) remzining subsidized policles nonsubsidized pollcles
of asieeted  (forsingle-unit primary residences)  ({for single-unit primary residences) All NFIP poficies
[ecile counfiss in these counties in these counties if these countiea®
1 123 217,329 322,923 1.814.21¢
{high) {35.04%) {42.80%) [34.73%) {42,59%)
Z 63 131,302 453,286 1,480,007
{17.95%) {26.12%) - (4B.74%) {34.74%)
a 48 45 477 2,220 354,644
{13.11%) (8.77%) {T7%) (B.329%)
4 44 ' 47 875 50,628 413,550
{12.54%) {9 45%) {5.44%,) (9.85%)
5 33 33,585 18,947 122,406
{B.40%:} {8.53%) (2.04%) {(2.87%)
8 : 19 11,177 3,805 28,801
(5.41%) {2.21%) (C.42%} {0.63%)
7 13 10,858 8,742 33,088
{3.709%) {2.17%) {0.72%} {0.78%)
# 5 1,490 208 2848
(1.42%) {0.30%} (0.02%) {0.07%)
) o 3 - 1,551 816 4,591
{0.85%) (0.33%) : {0.09%) {0.11%:}
10 2 71id a8 2,156
(low) (0.57%) (0.14%; (0.03%) (0.05%)
Tatal 351 508 572 929,940 4,260,189

Source: BAC andysis of FEMA 2nd AGS tala.
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Nate: Deciles are determined using 2007 thraugh 2071 Ameticar: Cammunlty Survey (ACS) 3-year
astimates on cawity median homa vaiues frthe 50 statss, Washinglan, D.C., and Fuerio Rico,

Mlucludes afl flood zones,

Our analysis of coverage amounis found that remaining subeidized
poticies generally carmied smafler NFIP coverage amounts than
nonstosidized policles in SFHAs, a pessible indicator of lower home
values.™ As shown in figire 7, a smaller percentage of remaining
subsidized poificies had the maximum coveraga of $250,000 than
nonsubsldized policies (29 percent versus about 50 percent). Also, a
larger percentage of remaining subsidized policies had less than
$100,0C0 in buiiding coverage than nonsubsidized palicies (28 percent
varsus 8 percent). The results of our comparison of coverage amounts
could indicate that the subsidized policies wera for lower-valued
progeriies, but the perceived flood risk and cost of coverage also could
affact the covarage amount. Finally, 2 larger percertaga of V-zone
policies had the maximurm coverage amount than the A-zone policies but
represanted a small fraction of all SFHA policies. Further datails of our
analysls by fiood zone appear in appendix L.

s noted earfier, FEMA does not have information on the fair market value of propertios
covarad by fiood Insurance, but the agency does have information on thae amaunt of
caverage cartied on a property, Coverage amount is not a parfact proxy for home valus
because it is lirmitad by NFIP's maximum building coverage amaunt of $250,000 per
residential unit. However, coverage amount can give an indication of & property’s value
relafive o ofher propeities.
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Flgure 7: Percentage of NFLP Polici
Selectad Coundies, as of June 2012
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We analyzed NFIP coverage amounts {on single-unit primary residence
nensubsldized policies and remaining subsidized policies in SFHAs) and
county median home vaiues together and found that higher coverage
amounts wers associated with higher county median home values.
Counties with higher median home vaiues had larger percentages of both
remaining subsidizad policias and nonsubsidized policies at the NFIF
maximum coverage level of $250,000 than counties with lower median
homs values. In addition, counties with lower median home values
generally had larger percentages of ternalning subsidized policies and
nensubsidized policies with lower amounts uf coverage {less than
$400,000) than counties with higher median home valles. However,
nonsubsidized policies conslstently had higher amounts of coverage. In
every decile of county madian home value, a larger parcentage of
nonsubsidized policies had the maxirum amount of NFIP coverage than
remaining subsidized poficies, while & smaller percantage of
nonsubsidized polficles had lower amounts of coverage (less than

Page 23 GAD-13-607 Flood Irsurance



$100,000) than remaining subsidized policies. Additional datalls of the
combined analysis ars presentad in appandix 1.

We perfarmed five case studies to Hlustrate results in speciic counties.
The case siudies offer @ more in-depth, within county view (how
characteristics vary across cities within select counties). We parformed
the NEW coverage and medfian home value analyses, but also used
publicly avaiiable real esiate data to examine city-level median horme
values within fhe county.? These cases ar illusirative anly and are not
nationwide ndicators, and some of the results from these case studies
matched our earfier resuits and some did nat. Los Angsles County is one
Husiration of how NFIP policies compared within a county, but other
counties had different results. The results of the other case study counties
ars presented in appendix L

Case Biudy: Los Angeles County, California

+ Los Angeles County had a median home value in the top 10
percent of all counties and consistent with our earfier resulis had a
higher percentage of remaining subsidized policies than
nonsubsidized policies in SFHAs (more than twica as many
policies).

« Consistent with our analysis of NFIP coverage amounts, & jower
parcentage of remaining subsldized poficies n Los Angsles County
had maximum building coverage than norsubsidized policies (58
varsus 77 percent), but a higher percantage had building coverage
less than $100,000 (8 versus 3 percant).

. However, Las Angeles County alse had a high percentage of both
subsidized and nonsubsidized policies with maximum NFIF
coverage and a low percentage of bofh types of poficies at lowsr
lavels of coverage,

« Our analysis of the oity median home yalue in Los Angeles County
found that about 88 percant of remaining subsidized and
nonsubsidized policies ware in citiss In the second and third
guarties of median home value.

. Additionally, although Los Angeles Gounty is located on the Pacliic
Qcaan, It had 120 V-zone {nigh-isk velocity coastal) policies
comparad to abolt 6,000 A-zone (high-risig) policies. Ninety-ssven
of the V-zone policies were remaining subsidized policies and all
were located in a single city with a median home value in the fop
guartile of median home value.

¥ie ysed Zillow ciiy-level median hame value index data fram January 2043,
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A

Tncome Level Comparing poiicies in SFHAs in the selected countiss, our analysis
showad that in courtles with the highest and lowest median hotsehold
incomes, there were a larger percentage of rermaining subsidized palicles
than nonsubsidized poficies. We used county median housshold income
from the 2007 through 2011 ACS S-vear data far all U.S. countles 25 an
indicator of househoid income for property owners. We anabized the data
to determine relative ranking of the 351 selactad counties ralative to all
counties and compared the number and parcentage of properties that
would confinue to receive subsidized rates with properiies charged full-
risk rates. In general, most of all of the policies in cur analysis were in
pounties with higher median household inceme (dacies 1-4), with fewer
policies in the counties with Jower median housshold Income counties.
Howeaver, counties in the highest and lowest decile in madian househeld
income had higher percentazes of remaining subsidized policies than
ronsubsidizad policles (see table 5. For example, 18 percent of all
aoficies in the 351 selected counfies were in the highest declle of median
household income. But about 29 percent of the remaining subsidizad
policies were in thess counfies versus about 11 percant of nonsubsidized
policies. One percent of all poficies in the seleciad counties were In the
iowest decile of median hotusahold income. But £ percent of the
remaining subsidized policies were in these counties versus 1 percent of
nonsubsidized policies.

S

DA AT
es In SFHAs by Gounty Median

Tahia & NFIP Polici Ranking, as of June 2012

Mumiber MNumbser {percentage} of ' Kumber {percentage) of

{percantage) remnaining subgidized policies nonsubsidized policies
of seiected  {for single-unit primaty residences)  (for single-unit primary residences) All NFIP policies
Decile counties in these counties fry these coundes in these counties’
5 80 146,801 103,824 8265 647
{high) {25.54%) {28,58%) [41.14%) {19.40%)
2 0 : 95,802 153,852 1,066,461
(19.54%) {18.91%) {16.84%) (25.03%)
k! 50 87,216 375,420 1,058,017
(14.25%} (17.24%;) {40.37%} [24.84%)
& 35 £5,030 60,313 346,222,
{10.26%) {10,85%) {6.458%) . {8.13%:}
5 36 50,225 174,085 841,907
[0 26%) {9.91%) (18.72%) (158.07%)
B 20 - 17,010 ] ’ 13622 112,574

{5.70%) (3.36%) {1.38%) (2.34%)
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Number Mignber {percentage) of Number (percsntags) of

[percentage) remaining subsidized polsies nonsubsidized polisies
of selected  {for singls-unit primary residences} (jor single-unit pdmary residencss) All NFIF poficies
Decile countes in these counties in these counties in these coumntles®
7 13 8,08G 7,718 33,307
(3.70%) {1.E0%) {0.83%) {0.78%)
B 13 22,852 24,108 118,823
{3.70%} [4.479%) (3.13%) {2.78%)
3 7 2,874 1,219 9,840
(1.59%:) (0.57%) (0.14%;) 0,23%}
10 18" 20,774 11,885 46,085
(lowr) {4.55%) {4.10%]} {1.28%) {1.08%)
Total 351 808,572 829,940 4,260,189

Sourse: GAG anelysls of NFIP and ACS aata.

Mote: Dedlles are determined using 2007 trough 2011 American Community Survey {ACS) 5-yesr
estimaies on saurty median home values for the A0 staies, Washingten, D.C., and Puerto Rico.

"Inciutes 2l fiood zones.
b ourtesn of the 16 counties in he lenth decle wers in Pusro Rica.

We alss sxamined home value and househoid income indicators
together, Selactad counties with the highest median househaold incomes
and highest median home values had higher percentages of remaining
subsidized policies than nonsubsidized policies in SFHAs. Far example,
78 of ihe 251 selected counties were in the highest declis catagory for
both median home value and median household income. About 26
percant of remaining subsidized poiicies were in fhesa counties,
compared with 7 percent of nonsubsidized policies. Selected coumties
with higher median househald income generally also had higher median
home valles, but counties with higher median home values did not
always have higher madian incomes. Higher percentages of remaining
subsidzad policies fhan nensubsidized policies were found In counties
with lower median hame values and lawer median household incomes.
More detait on these rasults can be found in appendix 1.
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The cost of subsidized policies to NFIP can be measured In terms of
forgone net premiums (the difference betwean subsidized and full-risk

Limit FEMA's Abﬂity rates, adjusted for premium-related expenses). However, FEMA does not
- have the historicat program data neaded fo make this caloylaion.

1o Esma'_te the Cost Because of this constraint, esfimating the historic cost of subsidies on
of Subsidies and NFIP is difficull. FEMA also does not have infermation on the flood risk of
, . R oY _broperties with praviously subsidized rates, which Is nesded to establish

Establish FH‘H’REL{ full-tisk rates for these properties going forward.

Rates on Previously

Subsidized Policies

Historical Cost of FEMA does not have sufficient data to estimate the aggregate cost of

Snbsidies Difficudt to subsidies. Sioce fiscal year 2002, FEMA's annual actuarial raie reviews
have included an estimated range of the percentage of the full-risk

Estimate

pramiums that poficyholders with subsidizad pramiums pay. (We refer to
this as the subsidy rate). FEMA basad these estimated ranges, in part, on
the analysis in & 1989 report conducted by PricewaterhouseCoopers
(Pw(C), which sampled pre-FiRM structuras around the nation and
eollected information on elevation of the properties to calculate what the
full-fisk rates on these properfies would have baen.® FEMA has
continued o use this report as the basis for estimating the percentage of
the full-risk rate that subsidized policyholiders pay.* Since fiscal year
2002, NFIP has reported that the estimated subsidized premium tate is

$2pricawaterhousaCoopars, FEMA; Study of the Economic Effects of Chareing Actusrialiy
Hased Premium Rates for Pre-FIR Structures (May 14, 1888),

Haccording to FEMA, subsidized pramidr rates are based on full-isk rates, and fll-risk
rates ars based on the probability of a ghvan level of floeding, damage estimates based on
that level of fleoding, and accepted actuarial principles. To determine subsidizad premium
rates, FEMA subtracts ihe fotal stmourt that it expects to collect on full-risk rate premiums
from e average historical loss year target, which is the minimum amount of pragmium the
program naseds o collect to cover at least average annual losses, as determined by
histordcal loss data. The amouni remaining fron this calculation is ihe aggregere et
amaunt of subsidized pramiums that the program needs lo collect To set indiidual
subsicized rates, FEMA officials then consider thelr knowledge of flood risks, previcus rats
increases for various areas, and statitory Imits an incteasss. Beginning in 2007, FEMA
Insfitited & discounted weight for catastrophic foss years; hawever the Biggert-vWaters Act
requires that these years now be included i the calculation of the averags iose year.

Page 27 - GAG-A12-607 Ficod [nsuranss



1
3

betwsen 36 and 45 percent of the full-risk premium rate.® FEMA officials
said that they did not report an estimate before the 1959 PwC raport.,
Therafare, determining forgone premiurms without these estimates would
be difficult becausa the percantage of subsidized premium rates
cormpared with full-risk rates may havs vared considerably over fime.

Although it was not possibile 1o estimats fomonea {nremiums since the
prograim yas established, the following provides information about the
impact of subsidized premiums on the program.

+ Dawm are not avallable from FEMA o estimate the forgone premiums
before 2002, Using FEMA's esfimatad range of subsidy rates i actual
pramiums collected from 2002 through 2011, we conductad &n
anaiysis {o estimate the premiums that could have been collested
subsidies had not existed over that period.® FEMA officials have
clarified thelr estimate that 2011 subsidizad pramiums represented 40

+ percent to 45 percent of full-risk premium rates, explaining that aftar
paying for all adminisirglive and other expenses, the remaining
premiums would cover about 40 to 45 percent of the expected
average jong-term annual osses.

+  Premiums are used io cover not only claims, but also operating
axpenses and any debt. According to FEMA officials, 17 percent of
forgons premiums would be nesded to pay eperafing expenses that
would lincraase f subsidized premiurns wars increased. Such
expenses consst of pramium taxes (about 2 to 2.5 percant of
premium) and agents’ commissions associated with the private
insurance compartes that sell and service NFIP policies (about 15
percant of premium). Therefors, abowt 83 parcent wouid be available
to help cover fixed expenses (which do not vary with premiums) and

0 its actuarial rate review for 2014, FEMA estimated that currently subsidized palicy
rates were between 40 and 45 percent of full rigk premium rates. See FEMA, National
Flood Insurance Prograne: Actuarial Rafe Review (Washington, 0.C.: Qctaber 201 1), Prioc
mnges ware hetwesn 35 and 40 parmant. According to FEMA officials, FEMA changed the
sstimated range of the percentage of Adfldsk premiums that subsidizad palicyholders pay
from 33 1o 40 percent to 40 to 45 percent, after gradugl increases In this percentage over
the last several years. Mowever, in commenting on a draft of this report, FEMA oificials
Informed s that inis percentage was actually the portion of subsidized premiums
avaifahie 1o pay axpected avarage long-term annval losses.

Bin comments cn a dratt of this report FEMA officials provided new infarmation ateut
variable expenses that seuld Impact this estimate, $3AC plans to undertake additionat
work to analyze the Impact of these variabies on our nitial estimate of the fnancal impact
of subsidizat] premiums oo the program and repont e results separatsly.
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o pay lesses. During yaars when losses are less than average, the
program potentially generates a surplus. During highar-loss years,
accumulated surplus could be used fo help pay the insured fload
losses that excead fhat years net premium revenue and raduce the
lixafinood of needing {o barrow from Treasury. Therzfore, addificnal
pramiums could have helped ofisef FEMA’s naeed to barmow or put the
agency in a befter position to manage catastrophic losses or repay is
bt .

« A similar number but higher percentage of polides wears subsidized in
the earlier years of the program, thersfore, most of the program’s
pramium revenue did not reflect the risk of floeding. In 1978 about 76
percent of poficies were subsidized sompared with abouf 20 parcart
In 2012, The Flocd Disaster Protection Act of 1973 expanded the use
of premium subsidies to enceurage the purchase of flood insurance
and introduced mandatary flood instrance purchase reguirements in
SFHAs as a condifioh of recaipt of direct fedaral and federally related
financial assistarice ratated to the property. For the next 7 ysars, the
subsidized premiums remained in effect. During this period, nearly
every comraunity with a flood hezard joined NFIP, and policies in
farce reached 2 million by 18789,

+  Thea percentage of full-risk premiums that poficyholders with
subsidized rates paid was alse lower fhan today. When the program
began, NFIF adminisirators set the subsidized rates on the basis of
what they considered affordable.® However, from 16281 through 1886,
FEMA inifizted a series of rate increases for all subsidized palicies.
The incragses were ntended fo generste premiurns at least suificient
fo cover expenzes and fosses relative to the historical average loss
year when combined with the premiums paid by palicyholders with
full-risk rates. Since 1986, additional rate increases have been made
to bring the average program prasvium o a level intanded fo be
sufficient to pay for the historical average loss year and have
additional funds available to service its debi to Treasury,

Mandated Informaiion
on Claims and Premiums
Associated with
Subsidized Policies

As mandated in the Blggeri-Waters Act, we alsc calouiated the claims
and premiums attributable to all policies that received subsidies
(historically subsidized policies) since 1978 and {o policies with
characterisiics simitar to remaining sebsidized policies (remaining
subsidizad policies). While the difference between claims and premiums
is not & meaningful measure of the costs of subsidies because premiums

BAO-09-12.
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are used fo pay not enly claims but other costs of administering the
program, they provide additional descriptive information. Moraover,
because flooding is 2 highly variable event, with losses varying widely
from y=ar fo year, even analysis of the decades of historical data
available could lead to unreliable conclusions about actual flood risks.
Hased on our analysis of NFIP claims data, we calculated the amount of
claims atirbutable to historically subsidized policies from 1878 through
2011 ta have been $24.1 billion, of which $15.2 billion Is atiributable to
remaining subsidized policies. NFIP had $28.5 billion in clalms for poficles
charged at the full-risk premium ratas in the same fime period. Baged on
data provided by FEMA on all subsidized premiums, we calculated the
amaunt of premiurms collected for alf historically subsidized policies from
1978 through 2011 to have been §26.2 billion, of which $15.7 billicn s
aitributable to remaining subsidized palicies. Comparatively, FEMA
coliectad $33.7 billion in premiums Tor policies with full-risk pramiurm rates
for the same time pericd.

FEMA Lacks the
Information Needed to
Fatablish Full-Rigk Rates
That Reflect Risk of
Flooding for Remaining
Subsidized Policies

FEMA generally lacks information to establish full-risk rates that reflect
fload risk for active policies that no langer quality for subsidies a8 a resuit
of the Biggart-Waters Act and also lacks a plan for proaciively obtaining
suich information. ¥ The act requires FEMA to phase in fullrisk rates on
tnese policies. Federal internal cantrol standards state that agencles
should ideniify and analyze risks associated with achieving program
pbiectives, and use this information as a basis for devaloping a pian for
miigating the risks. In addition, these standards state that agencies
should ideniify and obtain relevant and needed data 1o be able fo meet
pragram goals.

FEMA does not have key information used in determining full-risk rates
fom all policyholders. According to FEMA officials, not all poficyholders
have elevation certificates, which document their property’s risk of
flooding.® information about elevation is critical for determining the
location of & property in relation to the sk of flooding and is a key
element in establishing pramium rates. For instance, FEMA uses

oy, 1, Mo, 112-144, §100205 (@)1}
13g,rvevors caloulate the slevation of the firstlevel of a strucurs in miation to the

expacted fload level, or hase food slevation. According to FEMA, chiaining such a
cartificate typically would costa o flicyhoider frar $500 fo $2,000 or more.
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slevation as one of the factors In s mode! to sot full-risk rates for
bulldings constructed after the publication of a community's FiRM.®
FEMA offictals said that although a variety of factors, such 23 occupancy
status and number of floors, are used to determine these rates, the
elevation of the building Is the most important facter, FEMA also uses
elevation cerlificates as administrafive tools.*® Elevation cerfificates ars
raquirad for soms properfies, but optional for others. For example,
communities participating in NFIP must obiain the elevation information
for all new and substantially improved structures. ¥ In addition, FEMA
requirss elevation cerfificaies to defarmine rates for post-FIRM buildings
locatsd in high-risk areas, the A and V zones. However, an elevation
certificate generally has not beaen requirsd for pra-FIRM buildings that
praviously received subsidized raiss because information shout elevation
was hot usad in setfing subsidized rates.® Accarding e NFIP dats,
property elevations ralafive ta the base flood elevation are unknown for
07 percent of both the 1.15 million historically subsidized poiides and the
more than 700,000 remaining subsidized policies in SFHAS.® As of
Ociober 2013, FEMA is reguirlng applicants for new palicies on pra-FIRM
properties that praviously recelved subsidized rates and oroperty cwners
whose coverage has fapsed to provide slevation cerifficates.

3This mathad of 2stimating ood damage is based on the hydrologic model, which s &
static or dynamic reprasentation of the process that affecks suiface water runoff.
Hydrologic rodels ara used to describe presant conditions or predict future behaviar of
the hydrologle: regime at a spedific area of land that "caches” and *releases” surface water
runafi {refemed to as catchment). Examples of hydrologls model inputs ars precipitation
and snow melt and examples of outputs are stream dischargs and evapolranspiration.
MFiIP's use &f the hydrologic madel o estmeale loss exposure in fiead-prone aresas also
incorporates other relevant factors, such as the building's location, cerstruction, and
alevation relative to expactzd flood lovels.

4OEEMA 2lso uses the slevation cerfificats to decurnent slevation information necessary to
ensur complianca with community floodplain management regulations and to support
requests for revdsions of FIRMs.

Hnder NFIR, communities are required fo abtein the slevation of the lowest fleor
{including basement) of all new and substanfially improved struciures and mairtain &
. record of ail such information [44 C.E.R. § 60.3(b)(5]].

*25n efevaiion cerfificatz may be required if the pre-FIRM building Is belng rated under fhe
aptional post-FiRM flood insurancs rules. About half of the oidar pre-FIRM buildings
insured by NFIP trive documentad their compliance with new consteuetion standards and
pay fuli-risk rates.

tare than 99 peccant of the remalning subsidized policies are lasaiad in 3FHAs.
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FEMA s phasing-n raie increases for other peilicyhoiders who no fonger
qualify for subsidies and is relying on policyhelders fo veluntarlly provide
elevation certificates. With the 1888 PwC report as a basis for an
estiimate of the fullisk raie for subsidized policies, FEMA officials said
they have bean using the assumplion that subsidized rates are about half
of He full-risk rates and have begun implementing premium increasas of
at least 100 percent for a acfive policies that ara having their subsidies
gliminatad. According fo FEMA, they will phase in these Increases at 25
percent per year, consistent with the act, for several years until the rates
reach & specific level or untll palicyhoiders supply an elevation ceriificate
{hat indicates the property's risk, allowing FEMA 1o detarmine the full-rlsk
rate, If policyholders voluntarily obtain an elevation cerfificate that shows
that their risk is lower, they may be able to qualify far lower rates or it may
not take as many vears of rate incraases to reach the full-risk rate.
However, policyhoiders at higher risks could be subject ta even highar
rates. According to FEMA oficials, it wilt take several years for previously
subsidizad nolicies to reach a full-risk rate and the agency wil
sommunicaiz fo policyholders b encourage them o purchase elevafion
cerfificates to determine their actual flood riske. For example, FEMA has
posted information on its website about program changss 2 a result of
the BiggertWaters Act and the importance of oblzining elevation
certificates,

Although subsidized policies have bean identified as a risk to the program
because of the financial drain they represent, FEMA does not have a plan
to sxpeditiously and proaciively obtain the information needed to set full-
risk rates for all of them. Instead, FEMA will rely on cerfain policyholders
to voluntarily ohtain elevation cerfificatss, Those at lower risi levels have
an incentive to do so because they can qualify for lower rates. However,
palicyholders with higher risk levels have a disincentive to vojuntarily
cbtain an elevation ceriificate because they could end up paying an even
higher prermium. Without & plan to expeditiously obtain property-level
glevation information, FEMA will corrtinue to lack basic information
needed {o accurately determine flood risk and will continue to base full-
risk rate Incrassas for praviously subsidized palicies on imied estimates.
A 3 result, FEMA's phased-in rates for previously subsidized policies still
may not reflact a property's full risk of fioading, with some: policyholders
paying premiums that are below and others paying premiums that exceed
full-risk rates. As we have praviously found, not accurately idenfifying the
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Several Options

Fxist for Reducing
the Financial Inpact
of Remaining
Subsidized Policies

aciual risk of flonding increases the likeiihood that premiums may not be
adequate and adds o concerns about NFIF's financial stabiiity. *

Through our previous work as well as interviews we conducted and
literature we raviewed for this report, we ideniified three broad options
that could help address NFIF's financial situztion: (1) adjust the pacs of
the efimination of subsidies, (2 targel essistance or remaining subsidies
by the financial nead of property owners, and (3) increase mitigation
efiorts, In prior wark, we discussed similar options for addrassing the
impact of subsidized peiicies and the work we conductad for this report
confirtned that, with some modifications to reflect the changas from the
Biggert-Waters Act, thess were slill generally the pravalling options.® In
addition, our pravious and curent work have shown that each of the
oplions has advantages and disadvantages in terms of the impact on the
program’s public policy goals and wauld involve frade-offs that would
have {o be weighed. For example, charging premium rates that fully
refiect the risk of flooding could help improve the finanaial sondition of
NFIP and limit taxpayer costs befors and after & disaster. Howevar,
alfiminating or raducing subsidized policies could have uniniended
conseguences, such as Incraasing premium rates fo the point that flood
insurance Is no longer affordable for some pelicyholders and potential
deglines in program participation.

Adjust the Pace of the
Ebmination of Snbsidies

Acceleraiing the efimination of subsidies could Improve NFIP's financial
siability by more quickly increasing the number of policies that more
acourstaly reflsct the sk of flooding, ** NFIP would be able o charge
mere policyhoiders premium rates that mare closely reflect the losses that
FEMA expectad to incur, contributing ic the financial health of NFIF,
Insurance indusiry representatives and fioedplain managers we
interviewsd noted that they supparied reducing the number of subsidized
paficies and moving to full-risk rates. For example, a representative of an
insurancs industry associztion zaid that the provisions in the Biggert-
Waters Act for the elimination of subsidies and rate increases are only a
pariial step and that implementing these provisions wolld help pecple
bstior understand thelr risk of flonding and relaied costs for the area

Mg GAQ, High-Risk Series: An Updats, GAD-13-283 (Washington, D.C.: Feb, 2013).
*5(3A0-00-20.
$8340.00-20.
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whers they lived. Stakeholders alse noted that the threat of incressed
prefiuen rates wotld encourage some poticyholders affected by
Supersiorm Sandy to undsrtake mitigation efforts as they repairad their
properties. :

Although aceeierating the elimination of subsidies could strengthen the
fancial solvency of the program, it also entails trade-offs and unintended
tonsequences, Far example, according i FEMA estimates, the
alimination of subsidies for pre-FIRM praperties would on average more
than double thess policyholders’ premium rales, raising cencerns about
{he affordability of the coverage and participation in the program. Higher
premiurn rates might resul; In reduced participation In NFiP over firne as
pacple either decide to drop their policies or are priced out of the markst,
accarding to FEMA officials and insurancs industry stakeholders we
interviawad, The 1599 PwC study estimaied that, for communities most
fikaly to experience a decrsase in property values if subsidies wera
immediately eliminated, on average 50 percent of policyholders ritighit
cancel tneir coverags. Itis foo scon to tell the long-term fmpacts of the
elimination of subsidies that went inte effect in 2013, Even reducing,
rather than eliminating, subsidies could increase the financial burden on
some sxisting policyholders—particularly low-income policyholders—and
coutd lead to some of them dediding ta leave the program, As & result, i
owners of pre-FIRM propertias, which have refatively high fiood lesses,
cancelted fheir insurance policies, the federal govemment—and ultimatety
taxpayers—could face increased costs in the form uf FEMA disasier
assistance grants to these individuals.*” Hewever, according to a recent
study, a large proportion of disaster assistance is provided to states,
versus directly to individuals, and the assistance provided to inclivicuals
via grants and low-interest loans is fairly limited In size. ™ An additicnal
trade-off associated with making immediate increases to premium fates s
resisiance from jocal communities. Stakeholders we interviewed further
noted that increased insurance costs might make some properties more
difficutt to sell, particutarly pre-FIRM properties In older, infand
communities at high risk of flooding.

“TOwners of properties located in BFHAs must parficipate it NFIP to be eligible o receive
faderal assistance foltowing a presidentially declared disaster event.

4Boee Srwann Michel-Karjan, "Have We Eniered an Sver-Growing Cycle on Govemment
Qr‘sasterﬁeﬁef?‘ The Wharten School, Unlversity of Pennsylvanta {Mar. 15, 2013).
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Detaying the elimination of subsidized policies could address stakenolder
converns about the affordability of flood insurance and the fime frames in
the Biggert-Waters Act for implementing full-risk rates, but also has trade-
offs. For example, while stakeholders wea interviewsd supporiced
provisions af the act to reduce fhe number of subsicizad policies and
moving to fult-risk rates, they said that the fime frames in the act wers
aggressive and could be purdensome for low-income policyholders. They
also stated that more gradual increases for cartain policyholders could
keep policies more affordable. They noted therg have been proposals 1o
delay the slimination of subsidies and phasing in of full-risk rates.
However, detaying the efimination of subsidies would coniinue o expose
the federal govemnment {o increzsed financial risk. And, as praviousty
noted, not charging full-risk rafes coniributes to FEMA's ongaing
rmanagement challenges in maintaintng the financial stabifity of NFIP.
HFIP has been on our higherisk list since 2006 besause of concemns
abaut its lang-term financial salvency and management issues,* While
Congress and FEMA intended that, insofar as pracficable, NFIP be
funded with premiums collected from policynolders, the program was, by
design, not aciuarially sound.

Target Assistance Or
Remaining Subsidies
Rased on Financial Need
of Property Ownet

Targeting assistance, based on finandial nead, could help ensure that
enly those in pesd receive subsidies, with the rest paying fuli-risk rates.
Thiz aesistance could iake several formns, including direct assistance
through NFIP, tax orediis, grants, ar vouchers. For example, other federal
programs have targeted subsidies through means tests or other mathods.
Such an approach could help ensure that those needing the subsidy
would have access to it and retain their coverage. Alernatively,
stakeholdars we intarviewed for this repert nioted that FEMA could
replace the subsidies with vouchers based on financial need to offset
higher premiums. For example, the Department of Housing and Urban
Development's Housing Chaice Voucher program is administerad by
pubslic housing agencies that collect nformation on gpplicants’ income
and assets to determine eliginility and vousher amourts.® Similar data an
flood insurance policynoldars could be collectad o assess need,
determning efigibility, and provide appropiate amounts of financal
sssistance to familiss that otherwise could not afford their flood insurance
premiums.

.
48GA0.13-359T.
5034 . F.R. Part 982,
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According to industry stakeholders we interviewed, targeting assistance
basac an financial need would help make the planned phasad-in premium
incraases more affordable. in a recent paper on flood instrance
=ffordability, the Association of State Floodplain Managers (ASFPM)
suggested that a flood tsurance vousher program could be developed far
jow-income palleyholders who may not be able to affort the rate
increases o for those who might need fime to adjust to premiurm
incrzases. ' ASFPM's paper also noted that, while the premium rate
increases requirad by the Biggert-Waters Act will improve the financial
stability of NFIP, those Increasas couid have a signfficant Impact on flood
insurance aifordability for low-income policyholders. In particular, the
ASFPM paper states that essislance will be necessary for some
policyholders to help ther transition to either full-risk rates, or fo mitigats
their propertles, othersise some property owners might not be able ko
afford 1o remain in their homes. Other insurancs Industry representatives
and stakehoiders have also ciied affordability concerns and suggested
that as full-risk rates wers phased In, essistance for low-income
individuals cauld be provided ifrough a vousher sysiem or program
pasad on fnansial nead. A provision of the act requiras FEMA to study
NFIP parficipation and affordability issues, including offering vouchers
based an income. 2 According 1o FEMA officials, as of May 31, 2013,
EEMA has constifted with the National Academy of Sciencas about
determining how to underfaka this study.

As previously discussed, our comparisen of characteristics {such as
median income and median home vaiues) associated with remaining
subsidized and nonsubsidtzed policies indicates that applying full-risk
rates may be averly burdensoms for some property owners and not for
sthers. For example, we found a higher percentage of subsidized policies
in both counties with lower and very high incomes, indicating that in
certain areas, some subsidized policyholders may find higher flocd
insurance rates difficult to afford, while those who were located in higher-
income areas may be able to afford premium increases.

However, it could be challenging for FEMA to develop and administer
such an assistance program in the midst of ongoing management

S15ap Assodiaiion of Siate Floodplsin Mangers, Inc., "Flocd Insursnce Affordability”
(Madison, Wis.: Apr. 25, 2043).

SZph. L. No. 1124144, §100236.
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chailengss. Specifically, we have previously found that FEMA has faced
significant management challenges in arsas that affect NFIP, heluding
strafegie and human capial planning; collaboration among offices; and
racard, finandial, and acquisition management.® n addifion, in previous

~work we found that FEMA has faced challenges madernizing NFIP's

insuranee policy and claims management system. implemanting a
financiasd assistance program would require FEMA to plan and develop
new procasses, Representatives from & national insurance professional
organization we interviewed for this report stated that it would be difficult
Tor FEMA to adminisier an assistance program and ensurs that an
svaiuafion for assistance was done consistenily. In addifion, they said
that to administer an assistance program such as vouchers, tax credits, or
grants frough the Wite-Your-Own sompanies {insurance companies that
sell and service floed insurance for NFIP)Y, a process would be needed o
ensure that means-testing is evaluated and administersd consistently,
They alss suggested that it would be easier to administar a program i 2l
policyholders were charged a full-risk rate, with a separate process that
would atiow them to apply for assistance, based onp financial nesd.

Tncrsase Mitigation Efforts

A third option fo address the financiat impact of subsidized premium rates
on NEIP would be to substantially expand mitigation efforis to ensure that
more homes wars petier protacted from fleoding, including malkdng
mitigation mandatory. ktgatien efforts such as elevation, relocation, and
demoliion can be usaed © help reduce or efiminate the: long-term tisk of
fioad damage to strugsiures nsurad by NFIF. However, mitigafion of pre-
FIRM properties is volurdary uniess a property has been substantially
datnaged or the ownes undernook substantial improvement.®

Wa nreviously reported that mitigation efforts could be fargetad to
properiies that have besn most costly fo the program, such as those wiih
“‘repetiive losses,” % In addition,.we noted in our prior work that this would
have the advantage of producing savings for policyholders and for federal
tavpayers through reduced flood insurance fosses and federal disaster

HEAD-11-207,

9|2 the cost of restoring # focd-damaged siructurs & its predamage condlfion or
renavating an insured shuciure is equal to or greater than 50 percent of that strucklre’s
market valus befors the damage or renovation, the struciure must be miigated and mest
other applicable local ordinance requiremenis. See 44 CF.R §58.1 and 60.3(c)(2).

SCAQ-DD-20.
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assistance. While the Biggent-Waters Act eliminated subsidies for severs
repetitive loss properties and for prospective policyholders who refuse to
accept any offer for mitigation assistance (inctuding an offer to refocats)
following a majar disaster, properties not built to meet a community's
flaod resistant requirements or in the highest-risk zenes could face more
severa damages in the evant of a flood. * insurance industry staksholdars
agreed that mitigation could bs used to reduce future financial risk for
MNEIP,

takehalders we spoka to for this report alse commented that since sich
mitigation maasuras offen ara done at the community fevel, otfering
eommunity-based policies could help encourags mors reifigation. This is
consistent with our prior work In which iocal officials generally support
increased mitigation afforis, ¥ industry staksholdsrs also commented that
incorporafing community-hasad flood insurancs inte NFIWP could heip
levarage community resources for mitlgation projacts that would bensfit
the entire community, rather than individual structures. For example,
ficodplzin mangers poted that with 2 community-based palicy, the local
unit of governmant could assess fees an all properties benefitting from
community mitigation measurss, In addition, because the premium rate
would be on & sommurity versus struchure basis, the community, not the
property owner, generally would make development or neighbarhood-type
decisions that either increzsed or desreased risk in the community.

Disadvantages associated with mifigation as an opfion to reduce the
financial impact of the subsidized policies include the expense to NFIP,
taxpayers, and communiies. For example, implementing mitigation
measures for tens of thousands of properiies that continue to raceive
subsidized rates couid take & number of years Lo complate, which could .
have an on-going risl {c NF1P's financial healfh. We have previously
reported that increasing mitigation would be costly and require increasad
funding. Furthermore, we found in our past and current work that buyouts
and retocetions would ba more costly in certain areas of the country and
in some cases fhe cost for mifigating older structures might be profiibitive.
The effectiveness of mitigation effarts could be limited by FEMA's reliance
on local communities with varying resources. For example, net all

8pyh. L Mo. 152-141, §100205, classitied as amended 2t 42 1.8.0, 4014(g)(3) and {4).
STEAC-09-20.
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communities have the staff or resources fo fuliy carry cut ritigation, mest
cost-sharing requirements, and enforce compliance.

As we reported n 2008, even when federal funds ars rnade avalisble v a
community and property owners ara interested in mitigating thelr
properfies, property owners still may have 1o pay a portion of the
mitigation expenses, which could discourage participation in mitigation
cfforts. 5 I intervdews for this report, stakeholders said that mitigation was
expensive and that 23 premiums are increased o Rull-tisk rates, some
means of assistance would be helpful for policyholders who may have
difficulty paying for rnitigation efiorts. Mitigaticn costs would have io be
welghed against mitigation benefits (possible savings from a decisase in
flood damags}.

in addition, certain types of mitigafion, sush as relocation or demnolition,
might be met with resistance by communities that raly an those properties
for tax revenues, such ag ceastal communities with gignificant
development in arsas prong fo flooding. Furthermore, mitigation activities
are often constrained by conflicting local interests, vast concemns, and a
lack of public awarenass of the risks of natural hazards and the
importance of miigation. Communilizs’ econamic interssts often can
eonflict with Jong-term hazard mitigation goats. For example, a commanity
with a goat of econorric growth might allew development to ocour in
hazard-prons areas (along the coast or in floodplains).

Our analysis indicates that the three options discussed abovs ars not
mutually exclusive and may be used together o reduce the financial
impact of subsidized policies on NP, For example, accelerating the
elimination of subsidies could be done in conjunction with targeting
asaistance to only those policyholders who need help o retain their food
insurance—ihus advancing the goal of atrengthening the financial
solvency of NFIP and addressing affordability concerns for low-income
polieyhoiders. fn addifion, FEMA may be able ta build on its existing
mitigation efforts and targst assistance for mitigation efforts to those
policyholders who need fnancial assistance. The way in which an optien
is tmplemented, such as more aggressively or gradually, also can
produce different effects in terms of policy goals and thus change the
advantages and disadvantages (see iable B).

5 GAQ-0G-20.
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isadvantages of Options for Reducing the Finane

Tabile &: Advamaes and neial

Rate Policies
- Option ; Advantages Disadvantages
st the pace of «  Acceleraling the pace of reducing or slminaling  +  Accelerafing the pate of reducing or elieiinating
reducing of 2fiminaiing subsidies wouid mors quickly charge more subsidies could raduce program participation,
subsidies property owners premism refes st more both at the policyholder and commitinly levels,
accurataly reflect the fak of ficod loss {decrease potentially resuiting in increased costs W
fhe Fventory of subsidized properiies) taxpaysrs of providing disaster assistance for
o Higher premium rates sould motivate praperty catasirophic everts
ewners 1o undertaks miligation to reduce their _ «  Could be resisted by local sarmmunities basause
rates of potential negative impact on residents and
. Would provide mate accurste information to focat economy
homeownars about their sk of flooding «  Many policyboiders of subsidized properties do
. not have alevaiion carllficates o determine their
rigk leveal.
Base subsidies on » Wolkd charge more Sroperty owners piemium - Increased peemium rates for some could reducas
the financial need raies that mors accurately meect the r_isk of Road program participaton
of policyhalder foss (danmase the invertory of subsidized »  Requbing property owners to apply for subsidies
properties) sould reduce paricipation for thoss in greatest
o Wauid continue to benefit those in_ graztest need
financial need by keeping rates afferdsble Implementing & new program in the midst of
«  Higher premium rafes for some could matvate existing management and oversight challenges
property owners ' undertake mitigation fo- covid pose additicnal challenges for FEMA and
reducs their rates the Insurance companies that selt and sendce
fiocd insurance.
Increase mitgadon . Could reduce fiood losses, especially by focusing « Exiensiva mitigation afforis coutd be expensive
efforts mitigation 2fforts on properfes with repetiive for tagpayers
losses . Exiensiva mitigatian effcrs could take years o
«  Could increase the nunber of properly owners complete and subsidizad rates would continue to
paying full-sisk rates by denying subsitized rates negadvely affect MFIF's financial health In the
io thosa who refuse mitigation offers interim
. Could recsive support rom local communitiss . Efoctiveness of mitigation efforiz could be
hecausa of potential positive effect of mitigaiion limited by heavy refiancs on local communities
o properly vaises with varying rescurcas

fourmes SAT, incurmtee sxpars, PEMA, and ofher siskenc{dars.
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While FEMA has takan initial steps to eliminate subsidies for varlous
S10 types of properfies In accordance with the Biggert-Watars Act
requiraments, eliminating the more than 700,000 additional policles that
continue to recaive subsidies will taks many vears to accomplish.
Subsidies on some poiicies will be eliminated as properiies are soid or if
coverage lapses, but FEMA has some data fimitaticns and
implermentation issues to resolve before other subsidies identified in the
act san be sliminated. With some afforts under way, FEMA has much
work ahaad of it in planning and execufing implementation of the changes
in the act as well as effectively managing NFIP.

Although FEMA has information on premiums and clzims paid for
stbsidized policies evar fime, ¥ does not have the infarmation nesded o
detsrming the appropriate premivm amounts policyholders should pay to
rafioct the full leve! of risk for floods. To chase out and eventualiy
glimnata subsidies and ravise ratas aver tirne, FEMA will nead
information on the relative risk of flooding and property eievetions
(zlevation gertificates), which generally had not been required ior
subsidized policies prior fo the Biggert-Waters Act. The adi requires
FEMA to phasa in full-risk rates on policies that previously raceived
subsidies. According fo faderal Internal control standards, agencies
shouid identfy and analyze risks associsted with achieving program
vhjectives, and use this information as & basis for developing & plan for
mitigating the risks and obtaining needed information. Going forward,
FEMA will require new poficyholders and those whose coverage has
tapsed o provide elevation information when renewing or obiaining new
policies; however, FEMA will rely on other poficyholders who previausly
received subsidized rates to voluntarily provide this information. As FEMA
continues to implement fhe requirements of the act fo charge full-risk

" rates, the agency plans 1o assume that afl subsidized policies pay about
half of the full-risk pramium and has begun phasing-in rate ncraases
hasad on this Factor for all acfive policies that are having bheir subsidies
removed. Without a plan 1o reguire all poliovholders o obtaln elevation
carificatas o accurately docurment their property slevations and ralative
risk of flonding, FEMA will lagk Information that is key 1o determining
appropriate full-risk rate premiums. As a resulf, the rates that FEMA plans
to implement may not adequately reflect & property’s actual fioed risk, and
some policyhalders may ba charged foo much and some toa little Tor their
premiums.

Page 41 GACA3-807 Flood Insurance



o T

Re
~ocutive Action

PN Sy Y o

and Our Evaluation

commendation for

To astablish full-risk rates for propertizs with previously subsidized rates
that reflect their risk for fleoding, we recommend thaf the Secretary of the
Department of Homeland Sacurity {DHS) dirsct the FEMA Administrator
to deveiop and imgplement a plan, including a timeling, to obtain nesded
elevation iformation as soon s practicable,

Agency Comraents

Wa provided a draft of this report to DHS for its raview and comment.
DHS provided writien comments that are prasented in appendix ill. The
letiar noted that the depariment concurred with our recommendation to
develop and implement a plan to obtain elevation information from
previousty subsidized policyholders. The letter stated that FEMA will
evaluats the appropriate approach for obtaining or requiring the submittal
of this information. 1n particutar, the lefter noted that altheugh obtaining
this information cost-sffectively presents significant challenges, FEMA will
explors technological advancements and engege with industry to
determine the availahiliy of technolegy, building information date, readily
avallahle elevation data, and carrent flood hazerd data that could be used
to implement the racommendation. FEMA also provided tachnical
cormments, which we have incorporaied into the report, as approprigte.

We ara sending copies of this repart to the appropriate congrassional
corrnitiees and the Secretary of Homedand Security. In addition, the
report is available &t no charge on the GAD website at
hitpowwaw.gaio gov.

if you have any questions about this report, please contact we at (202)

"512-8578 or cackieya@agac.gov. Contact points for our Offices of

Congressional Relations and Public Affaits meay be found on the last page
of this report. GAQ staff who made key contributions 1o this report ars
fisted in appendic 1V,

Alicia Puente Cacklay

Director, Financial Marksts
and Community Itvestment
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Appendix I: Objectives, Scope, and

Methodology

The Biggert-Waters Flood Insurance Reform Act of 2012 {Bigger-wWaters
Aoty mandated that GAO sonduct & number of studies, including thia
study or the properfies that condinue to raceive subsidized rates after the
fmplernentalion of the act and options to further reduce these subsidies.?
This report discussas (1) the number, location, and financkal
characterisfics of properties that continue fo receive subsidizad rafes
comparad with full-risk rate properties, (2) information needed {o estimais
the hisiedc financial impact of subsidies and establish rates that refiect
ihe risk of flooding ot properties with previously subsidized rates, and (3)
options o reduce the financial impact of remaining subsidized properties.

Although the Biggeri-Waters Act mandated that GAQ report on certain
eharactarisfics of tha remalning subsidized policies and properties, the
National Fiood surance Program (NFIP) databases do not contain
information to address sevaral elerments listed in the act. Therafore, 1o the
axtent ressible, we develaped aliemative methodoiogios jo addrass the
glements of the act.

Number, Location, and
Financial Characteristics
of Properties That
Continae to Receive
Subsidized Rates
Compared with Full-Bisk
Rate Properties

Ta provide inforrmation on the number and iocafion of NFiP-insured
propseriies that would eonfinue fo receive subsidized premium rates, we
analyzed data from NFiP’s policy and repefitive 1oss databases as of
June 30, 2042 We applied the Federal Emergency Management
Agency's (FEMA) agorithm to determine which policies were subsidized,
and applied FEMA's interpretation of the provisions in the Biggert-Waters
Act that eliminate subsidies to determine which policles wouid retain their
subsidies.? We also analyzed NFIP's legislative history and relied on
FEMA's implementstion of legistative requirernents authorizing subsidized
rates for certain propertiss In high-risk tocations.

Teo detarmine the falr market value of properties that would continue fo
receive subsidized premium rafes, we used oiher NFIF datz and publicly
avaiiabie informafion s indicators of value because fhe fair markat
valles required by the act wers not availabie in NFIF's databases. We
used three indicators of home value, (1) NFIFP policy-level coverags

Toub. L Ma. 1124141, §100231.
“njs used the NFIP data s of June 30, 2012, as itwas the current data at the passace of

iha Rigger-Wsters Act. To determine arimary residencs, we used MFIP principal
Tesidence Seld. We included all norresidenttal policies as businass policies.
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amounis, (2) 2007 through 2011 S-year American Community Survey
{ACS) county-level data on median home values, and (3) January 2013,
Zlllow oity-level median home value index within case study counties.®
For consistency in our message, we cernparad afl the indicators at the
colinty-level. To place NFIP policies in counties, we used ZIP cods
information contained in the NFIP policy file as of June 30, 2012, and
meatched those data with LS. Postal Service and Depariment of Housing
and Urban Developmeni ZiP code fo county data (as of December 2011},
"Ear 7P codes that crossed county borders, we assigned policies
proportionally to the counfies based on the ficids available in the ZIP code
to county file,

We aggregated the fotal number of policies and remaining subsidizad
policies for all counties, and selected 351 counties for pur analysis that
santained the majority of the policies. We seleciad all counties with 500G or
mare remaining subsidized policies for single~unit, pririary residencas
(247 countles). We also included the five counties in each siate and
Buerio Rico Wit the most remaining subsidizad poficies for single-unit
primary residences, regardiess of the total nurmber in the county, fo better
gnsura a comprehensive natlonal representation. Accordingly, the 351
counties we selectad ropresent 78 percent of alf remaining subsidized
policies natinrwide, 77 percent of all reraining stibsidized poficies for
single-unit primary residences, and 77 percent of ail NFIF polices. As
more than 89 percent of remaining subsidized policies were in Sgecial
Flood Hazard Areas (SFHA), we limited our comparnisan with
nonsubsidized policies to those for single-unit primary residences In
5rFHAS. )

We used NFIP policy data as of June 30, 2012, on coverage amounts as
the first indicator of home value. To determine how building coverags
ameurts compared between remaining subsidized and nonsubsidized
nolicies, we categorized NFIP bullding coverage amounis using less than
§100,000, $100,000-5149,889, §1 50,000-$109,998, $200,000-5245,06¢,
and $250,000, which is the maximum coverage for residenfial units. We
rompared the percentage of policies of each type within each category of
coverage at the county level for the selected counties. We also conducted

The Ametican Community Survey is a nelionide continuous survey conducted by the
U.S. Census Bureau. The estimates are based on muliysar pericd astimates for 2007
thrsugh 201 and should not be interpreted as estimates for any paricdlar yaar in the
pericd, Zillow is a real estate websfte that Includes astimated market values for hous=s,
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this analysis using fiood zanes, comparing the coverage amounts for A-
zane and V-zone policies separately, (The A and V fioad zones represent
areas at high risk for floeding, and V zones also indicats constal areas.)
Coverage amount as an indicator for home vatus is Imited becatse NFIP
has & maximum bullding coverage arnount of $250,000 per residential
unit. Additionally, the perceived flood risk and cost of coverage coud
affect the coverage amwunt. However, coverage amount can glve an
indicafion of & property’s value relative to other properties,

As a second indicator of home value, we used 2007 through 2011 ACS 5-
year county-level estimatas for madian home values (known as B2507T
for aif counfies in the United States and also Included the District of
Columbia and Pusrte Rico, We Included Puerto Rico because of its
relatively large number of NFIP policies. We used 5-year data basause
other ACS data sats did not contain data for all the 351 salscted countles.
Using county median home value, we rankad all counties and determined
tha deciles for tha 351 selected counties. We compared the percentage of
remaining subsidizad with norsubsidized policies from the salectad
counties in each decile. Bacause these data are at the county level, areas
within the county of relafively high or low horne values are
indistinguishable. We also analyzad the ACS and NFIP covarage data
togsther, at the county leval,

As a third Indicator of home value, we used Zillow city-level median home
valuge data as of January 2013, within five selectad counties. For the
puiposes of our county case study analysis, we ssiected the Zilow Home
Value index because it was publicly available; covered more housing
units at the city level than cther housing indices; was sstimated at a
smaller geographic region; and only included nonforeciosure housing
units, We judgmentally selected five case study counties and comparad
data at the city loval within the county to provide more datailed
ilustrations of how home vailes for properties that continue o receive
shbsidias compars with those that pay full-risk rates, These cases are nat
projectable fo all counties. We solected our case study counfies based on
fhe number of relevant NFIP policies, thelr location, and the rafiability of
the data for the county, Specifically, we selected counties with at least
1,000 remaining subsidized policies and nonsubsidized policies for single-
unit primary residences, We salacted one county from sach of the four
states with the most remaining subsidized poficies, We selectad Pinellas
Cotinty, Florida; Los Angeles County, Califarnia; and Ocszn County, New
Jersey; however, the Zillow data for Louisiana did not meet our javel of
reliabllity and was eliminated. As Pinelias County Is on the Gulf of Mexice,
Les Angsles Counly is on the Pacific Qcean, and Ocsan County is on the
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Atiantic Qcean, we chese the other fwo counties to represent inland
fioading—~Caok County, Blincts, and Pima County, Arlzona. The Ziow
informatian far these counties met our criteria for data reliability, Faor each
county, we determined which NFIP poilcies may bs located In the county
based on ZIP code. Because tha NFIP ity name was not consistently
ardered, iwo analysts independently matched the NFIF policy city names
fo Zillow ity names within the county. A third analyst served as the
mediator for differences using alternative location information. Within
each county, we ranked the cities by median home velue and disiributed
thern into quartles. ¥WWe compared the number and percentage of
remaining subssidized policies with the nensubsidized poficies In the citiss
in each quartile. Additionally, for sach cass study county, we reviewed the
rasthts from the NFIP coverage and ACS analyses within the county.

Bacausa owner income data were not avaliabie in NFIP's databases, we
analyzad 2007 through 2011 ACS E-year data as an indicator of income
levels of ownars of remaining subsidized properties.* We used S-year,
county-laval data on median househoid incomes (B19013) for ali counties
in the Unitad States, the District of Columbia, and Puerto Rico. Using the
median household income daiz, we rankad all counties and determined
the deciles for the 351 selected counties, We comparad the percentage of
remaining subsidized policies with nonsubsidized policias in 8FHAs from
the selected counties In each decile, Because these data ars at the
sounty level, arcas within the county of relstively igh or low household
incomes ars indistinguishable. We siso analyzed the ACS median home
value and median household income daia together, at the county level.

Bacause consistent, nationwide aggragate data on sales prices for each
property coverad by a remaining subsidized pre-Flood insurance Rate
Map (FIRM) policy since 1568 were nat available from NFIF or other
sources, we detarrnined that the home value analysis was sufficiently
simitar to provide an indication of sales prices to respond to this study
elemant.

W also used NFIF policy fiscal year-end data from 2002 through 2012 to
estimate the potential snnual rate of decline in the number of remalning
subsidized policies over ime. Gonsistent, nationwids aggregate data on
sales datas for each pre-FIRM property since 1968 were not avallabie

fate were unable to determing additional indicators of income level.
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from NFIE or other sourcas. We comparad sequential years of policy data
to determine whather each policy with the characteristics of a remaining
subsidized palicy continued to have coverage. We first maiched company
and policy data and if no match was found, matched on owner name.® If a
policy in the first vear failed to matsh by sither method, we assumed that
ihe palicy na lenger had coverage. We esfimated the annual rate of
daclivie for 10 sequential year pairs. We compared our resylts with a
recert NFIP poiicy tenurs study by calculating the deciine rate from the
reported tenure rate. We estimated the nuraber of remalning subsidizad
policies ovar a 30-year pericd given the different annual decline rates.

Because data were not available from NFIP on the number of imes sach
pra-FIRM propesty had been soid, we determined that the policy decling
rate analysis was sufficiently simitar to provide an indication of extent of
ownership of length of time policles remained in the program to respond
1o this study elermnent.

Additionally, bacause data were nat avziiabie from NFIF's daiabases on
the extent to which pre-FIRM properties are currently owned by the zame
owners as at the time of the original NFIF rate map, we determined that
the policy decline rate analysis was sufficlently similar io provide an
indication of extert of ownership or length of time policies remained in the
program fo respond fo this study element.

Fatimated Historic
Financial Tmpact of
Subsidized Propertiss
on NFIP

To estimate the financial impagct, or cost. of subsidized properties to NFIF,
we aftternpted o calculate forgone premiums-~—ost revenue io the
program in premiums—aue to subsidies. Because data on elevations of
NP subsidized properties were not avaiiable to datarmine the total
forgone premiums from subsidized policies, we used FEMA's estimates of
the subsidy rate from 2002 through 2¢1 1 to estimate a range of forgone
premiums attribuiable fo subsidizad properties in this pericd. We: limited
our analysis to 2002 through 20311 because FEMA did not estimats
subsidy rates priar to 2002 L acking the inforration to calculate the
ranges associated with the premiums that would have been collecied, we
made assumptions based on limitad historical infarmation frot FEMA,
inciuding the annual Actuarial Rate Reviews from 2002 through 2011,

S\We parformed the maich on last name sgnept when data were missing in the ast name
felt Tn these cesss, we performed the match on the first name.
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which state that subsidized premivns were estimated to be betwesn 35
and 45 percernt of the fulrisk premium (the subsidy rate). Our analysis
did not adjust for polential effects an behavier {stch as on program
participation) er changes in operating expenses that could have eccurred
had historical rates not been subsidized. In addition, our analysis did not
account far new infarmation provided by FEMA officials that only & portion
of subsidized premiums s available to pay far losses. We plan o analyze
the #mpact of this new information provided by FEMA In comments on a
draft of this report. We will report the mathodology and restfis of our
estimate separatzly, FEMA did not report such estimates from 1878
through 2001,

For the peariod befors 2002, we analyzad a prior GAQ repori, FEMA’s
annual acluarial raview, ang & PricewaterhousaCoopars study
commissioned by FEMA and preseni qualitative information about the
cost of subsidies. Additionally, becausa of the limited hisforical program -
data from FEMA, developing a sufficiently reliable yaarty-ysar or state-
by-state estimate of cost to NFIP as a result of remaining subsidizad
policias is not possible.

To estimate the {otal lossss incurred by subsidized properties sincs the
astabiishment of NFIP and compara these with the otal losses Incurred
by all structures charged a nonsubsidized premium rate, we analyzad
NFIP claims database as of June 30, 2012, to defermine total iosses
atiributable to remaining subsidzed and nensubsidized policies. Data
were not available before 2002 frat would allow us o delermine whether
g policy had the characleristics of a remaining subsidized policy. For
years prior to 2002, we estimated the proportion of claims for previously
subsitized policies that were atiributable to remaining subsidized policies,
based on the average propartion in the elaims data in the latest 16 years.

To determine the premium income collected by NFIP as a result of
subsidized policies, comparad with premium income coliected from
properties cherged a nonsubsidized rate. we analyzed annual NFIP
premium data and data broken out by subsidy to defermine the annual
premiums of ramaining subsidized and nonsubsidized policies, We
estimated the proportian of praviousty subsidized pramiums atinibitable to
remaining subsidized policies based on the average proportion in the
l=test 10 years of NFIP policy data.
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Appanptiz |: Ghjectives, Scope, and
WMethodology

Options to Reduee the
Financial Impact of
Remaining Subsidized
Properlies

To determine the optians to reduce the financiad impact of remaining
properfies with subsidized policies, we analyzed NFIF's legislative history
and reviewed FEMA documants as well as documents from insurance
industry organizations and acadamic institutions o gather information on
options o eliminate or raduce the financial impact of subsidized policies
an NFIP. Int addifion, we interviewed NFIP officials and representafives of
insurancs industry arganizations and fioodplain managers. We also
intervizwad a nationally recognized academic knowledgesbie about the
financial imp=act and the public policy challenges associated with
catastrophic events, and discussad previous studies on NFIP and ather
rafevani studies on flood insurance issues.

For alf dats sets used we performed dala testing and gathered
information from issuing entifies about possible data fimitations. For the
ACS, Ziliew, and NFIP data sets, we interviewsd officlals on ussbility and
raliabfty. We datermined that each datz set used was sufficiently refiabie
for our intended purposes.

We sonductad this performance audit frarn September 2012 to July 2013
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
suffidient, appropriate evidance to provide & reasonable basis for our
findings and conclisions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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Appendix II: Comparison of Remaining
Qubsidized Policies with Nonsubsidized
Policies in Special Flood Hazard Areas

W comparsd varfous characteristics of the remaining subsidized poficies
and nonsubsidized policies in SFHASs in selected counties, In addiiion, we
conductad mare detalled analysis of five counties for flustrative purposes.

Selocted Counties

For our analysis of the financial characteristics of subsidized and
ronsubsidized policies in SFHAs, we selected 351 countles that
representad 78 percent of all remalning subsidized policies nationwide,
77 percent of gl remaining subsidized policies for single-unit primary
residencas, and 77 percent of all NFIP policies, We selected all counties
with mors than 500 remaining subsidized policies for single-unit primary
rasiderces and the five counties In every siate (and Puerto Rico) with the
mast remaining subsidized poficies, regardless of number. Figure 8
shows fhe 351 salected coundies and the number of remaining subsidized
policies for single-urdt primary residences unider NFIP.

Page 50 GAQ-1 3807 Fisod Insurance



Agpundix Il Compailson of Ramalning
Subsidized Pollcies with Noasubsidizad
Polleias In Special Flood Hazard Areas

R ks

Figure : Tp Fw Counties pertate and Gounties with 500
Residences, as of June 2012
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Appendiz ik Gomparisan of Remglning
Subsidized Policies with Honsubsidized
Policies fn Speclal Floed Hazard Aveas

e
‘Analysis of Coverage
Amounts by Flood Zone

For both remaining subsidized policies and nonsubsidized policies, 2
larger percentage of policies in V zones {coastal areas with a high risk of
flooding} had the maxdmurn coverage amount than polficies in A zones
(nancoastal araas with a high risk of fiooding) (see fig. 9.1 Also for bath
types of pelicies, V-zone rolicies represented a very small fraciion of all
policies in SFHAs. For example, 1.6 percent of remaining subsidized
paficies and 0.8 percent of nonsubsidized policies in SFHAs werein V

zones.

;g
Figure &: Pafcantage of NFIP Policies for Singie-Unit Printary Residences, by Flood
Zsne in 351 Salected Countias, as of Juns a0z

‘Paroeniais
g
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Lags than 1§E006,000- (%750,000-
0,080 . Fidg;a9g Egied-cn

Covarags amount (i deltars)

:‘ 1 ponuuhaidtzad V-zone N=7A06
3§ Hemaining subsiized W-zome N=5,024

Mansubeidizad Azune N=022,534

Remaring subgdized Arone Ned2sisad
SaukeaBAQ nalysis o) FEMA.daE,

pote: N represents the number af paliclas. in ihe category.

14 and ¥ flaod zone areas comprtss e SFHAS.
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Appendix I Comparison of Rentaining
Subsldlzed Pollcias with Nonsubsidized
Palicies In Spacial Food Hazard Arsas

i

Combined County Median — We analyzad NFIP coverage armotnts (for remaining subsidized policies
Flome Value and NFIP ani nonsubsi:ii&zed ;;olicies i? SF.:{AS ;cl}r singée;unit prirmary residences)
- ; and county median home vaiues together and determined that higher
Coverage AImOUmL Analysis coverage amounts were assoclated with bigher county median hgme
vatues. Countics with-higher median home values had higher
percentages of remaining subsidized policies and nonsubsidized policies
with the NEIP maximum coverage of $250,000 than courties with lower
median horme values (sae table 7). in addition, counties with lower
median horse values generally had higher percentages of remaining
subsidized policies and nonsubsidizad poiicies with lower amotnts of
coverage {ess than $100,000) than counties with highar median home
values. However, nonsubsidized policies consistently had higher amourits
of coverage. Specifically, in svery decile of county median home valug, 8
targer percentage of nonsubsidized policies had the maximum amount of
: NFIP covarage than remaining subsidized policies. Also in every decile of
caunty median home value, & smaller perceniage of nonsubsidizad
policies had lower ameunts of coverage (less than $100,000) than
rernaining subsidized policies.

sitEht H LTI R 5t

FERthh 7 o T Ty oot ) B BT X Eh by 1R prts oo
Tazble 7: Percentage of NEIP Palicies SFHAS by Building Coverags Amount (Dollars) and Couity fedian Mome Yalua
Ranking for Nonsubsidized and Subsldized Policles, 25 of June 2012

e

1 Remaining subsidized policies

Maximum
Less than  $100,000 3150,000 200,000  coversge
$100,000 -148,899 -249,980 248,088 $250,000

11.67% 11.25% 14.87% 12.39% 50.03%

22,94 231 18.78 16.87 23.44
37 44 29.87 1741 7.04 844
44,36 27.86 13.47 2.01 .22
54.52 25.34 1148 4,05 4,55
68.16 19.68 7.31 2.54 233
7550 18.00 5.64 1.46 1.22
70.23 21.70 8,28 G.80 1.00
7016 17.41 7.32 218 293
58,33 18.06 793 338 231

Mole: This analysis uses 2007 through 2011 Amasican Comenuinity Survey (ACS) S-year data on
median home valie.
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Appendix [t Camparisan of Remalning
Subsidized Policias with Nonsubsidizsd
Policies in Special Flood Hazard Arsus

Combined County Median
Home Value and Median
Household Income
Analysis

We analyzed home valie and household income indisators together and
found thaf countias with the highest medran household incomas and
highest median home values had higher percentages of remaining
subsidized policies than nonsubskdized policies in SFHAs. For exampla,
78 of the 331 sainctad countizs were in the highest decile in both median
kome vaiue and median household income {sae table 8}

Tabie #: Selected Counties by Medlan Home Vaitte and Median Household Income
Deciles, as of June 2040 :

Sounty median horne value
_Declie i 2 3 4 -3 [ K g & 10 Total

. 1 72 1 4 1 o0
§ 7 @1 1 1110 70
73 7 14 10 10 7 1 1 50
2« 2 4z & 7 & 3 1 1 3
g 5 2 & 5 7 7 g 2 1 38
= 8 2 2 5 3 3 1 3 1 20
%‘g 7 5 A 5 1 2 2 13
£s 1 5 3 1 2 1 13
E 5 1 4 1 17
T 13 =2 3 3 3 7 1

Total 123 53 46 44 33

[y
Ll ]

13 & a 2 33

Sguree; GAQ snalysis of AGS and FEMA data

Mote: This analysis Uses 2007 tvough 2011 American Cammunity Survey {ACS) §-year data on
maian home value and medlan heusebrld thocome.

Anout 26 parcent of remaining subsidized policies comparad with 7
parcent of nonsubsidized paficies in SFHAs were in these counties (see
table 9). Remaining subsidized policies were alse found in bigher
percentages than nonsubsidized policies in counties with lower median
incame and lowar median household counties (lowest & deciles).
Counfies with higher median household income generally also had higher
median homs values, but counfies with higher median home vaiues did
not always kave higher median incomes.
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Tabie 9: NFIP Pelimas in S

Anpendiz k: Comparisan of Remmining
Subsidized Policlag with Monsubsidized
Policies I Spacial Flood Hazard Areas

PR IT i et T T S PRV GER e ] HESENENR e AT

FrEAs In Saiected Gounties by Med:an Home Valte and Medlan Household 1ncﬂme Deciies

Couniy median home value

County matflan Household income

1 .
dectle  (high} z 3 4 £ & 7 -8 a ﬁl&,} Total
Remaining Subsidized Paoficies '
133,968 6,504 §,220 409 146,501
5 (&6 45%) (128%) (1.23%) (0.02%) {28,98%)

Ramammg Subsmﬁrzﬂd Dchmes

58,164 10,1189 8,478 27,043 85 BG2
s (11 DQ%) {ZGD%} (1.57%) (4.15%) {16.91%)
et
Remammg Subsidizad Poﬁcies
g4az2 54,171 5,153 8,924 8,703 228 717 87,318
5 \'1 86%) {10 59%) (1.02%)  (1.76%) {1.72%) (D.04%) . (O 14%) {17.24%)
e 3 o ALy = z . =y . A
Ramaining Subsndm.d Poitcies
282 35,716 9,636 5,530 2137 1,005 298 427 55,030
4 {0. 06%) 7. 05%) (1.80%) (1. 09%) (0.42%) (0.20%) (0.06%} (0.08%; (10 BB%)
; R, ;
Rsmam ing Suhstdtzed Poiivies
14,862 5,268 {1,322 4,029 7,946 4,681 1,808 120 50,225
£ (2 96%) (1 04%) (2 23%] {Q.80%);) (1 51%) (0. 92%) {0. 36%) (0.04%)
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Appendix [ Comparison of Remaining
Subsidizad Poligies with Nonsubsidizad
Pulichas in Special Finod Hazard Areas

County madian home valua

3
decile (h;?; i} 2 3 4 5 & 7 B 3 (In?v) Total
Remaining Subsidized Poilcles .
1394 4054 3256 2854 4287 314 3,464 318 17.01G
. 2% 0. 21%) (0. 04%) o.520%) ©@34%)  (0.06%) (0. 08%) {D.05%) (3.36%)

x o)
Remamlng Subsidlzad Palicies

RE6 137 £,329 523 1,180 a5 8,086
(. 12%) {0.039%) [.05%) (D.10%) (0.23%) (0.67%) {1.60%:)
: e y i

D

E

=]

a2 4

E e

H &mammg Subsncazad Poiicies

% 15,510 2,943 2,87 451 871 Z41 72 653
2 (3 DE%) (0.58%) {052%) (0.09%) (0.17%)  {0.05%) {4.47%)
E 8 Bl S oy 5 2 e =
| =

m

B

w

=

=

: 1,401

S 9 )

(0.28%) (0. {0.06%)

Remalmng Substciiz=d F'ottctes
3,362 5,288 2,764 2,447 2,573 3,018 1,333 20,774
(o 66%) (1 04%) {0. 54%) (0 48%} (0.51%) (0. 5(}%} (0.26%) (4 199,5}
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Appendlx If: Comparison of Remaining
Subaidlzed Policies with Nonsubsidized
Pollsies in Spacial Fleod Hazard Arsas

County madian home valus

fl
decile (h:gh) 2 3 4 5 s - " s (Ij: o Toml
Remaining Subsidized Policies
217,325 132,302 48,477 47 875 33,565 177 10,988 1,489 1,651 710 508,572
Total {42.50%) (26-12%) (8 ST (45T (G83%)  {2.21%)  (2A7H) (0.30%) (0,33%) {0.14%] (1D0.BO%)

= e o An T FRE i A
Souree GAC anakysis of ACS and FEMA dam,

Note: This analysis uses 2607 thiough 2911 American Community Survey (ACS} 5-year 2slimates an
median home vakue and median housshald income.

Case Study Counties We performed five case studies to llustrats resuits in speciiic counties
. (see fig. 10).2 We selected the counfies basad on the number of ralevant

NFIP policies, iocation, and rafiabiiity of city-level data.® Case studies
wara chosen to offer 8 mors in-depth, within county view (how things vary
across cities within select counies). We performed the NFIP coverage
and median home value analyses, but also used publicly available raal
astate data to examine city-level median home values within the county.
We compared remaining subsidized and nonsubsidized paollcies in SFHAS
(A and V flood zones are designated as SFHAS). These cases cannot be
projected naticnwide, and tha resulfs of our analysis from sach county ars
indepandent of each other. Some of the rosults fram thesa case studies
matched our earier results, and some did not.

s planned to perform a sixh case study [ Laisiana but the Zilow data did not meet
our data Teliabllity threshaold.

Sappenrix | mors fully describes our selection oritaria.

e ysed Tiliow city-level median home value index data from Japuary 2013,

-
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Appondix I Somparisen of Remaining
subsidized Pollcies with Nensubsldized
pulicles in Spacial Flood Hazard Areas

e e e T
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Appendix Ik Comparison of Remalning
subsldized Policies with Nonsubsidized
Polleies in Speciat Fiood Hazard Areas

Mete: This analysis usas 2007 through 2011 American Community Survey (AGS) S-ysar data on
median heme value, NEIP palicy dala as of June 30, 2012, and Zillow city-level median home valus
index data as of January, 2013,

Los Angelas County, Caiifornia; Ccean County, New Jersey; and Cook
County, Iinols; had madian home values in the top 10 percent of all
counfies. Consistent with our sarfier results for counties with the bighest
median home vaiues, Cook and Los Angeles Counties had mors
remaining subsidized policies than nonsubsidized policies (35 percent
and 71 persent of all poficies for Cook County and Los Angales County,
respectivaly); however, Ocaan County had fewer remaining subsidized
paiicies {abott 44 percent). Les Angeles and Ocsan Counties had high
percentages of both subsidized and nonsubsidized policies with
madmurm NEIP coverage and 2 low percentage of both types of policies
at lower levels of coverage. Howaver, Cook County had low percentages
of maximum cavarage policies.

Pinellas County, Florida, and Pima County, Arizona had median home
values in the secand dedile of alf counties. Although Pinefias County bad
many more poiicies than Pima County, both had slightty mara remaining
sibsidized policies than nonsubsidized policies (55 percent and 57
percent of all policies for Pirellas County and Pima County, respectively).
Pirelias County had lower percentages of policies at maximum coverags
than Los Angeles and Ocean Counties but highar percentages than Fima
and Cook Counties.

Consistent with our analysis of NFIP coverage amounts, ali five counties
had lower percentages of remaining subsidized policies at maximum
puilding coverage than nonsubsidized policies. Ocean County had the
largest difference between nonsubsidized policies and remaining
subsidized policies (77 percent versus 47 percent), and Pima County hiad
the smailest difference (41 percent versus 26 percent). All countles had a
higher percentage of remaining subsidized policies than nonsubsidized
policies with building coverage less than $1 00,000, but in seme counties
the differences were smailar.

The rasulis of our analysis of the city median home value wers mbxed. In
all counties except Los Angeles County, higher percentages of remaining
subsidized policles than nonsubsidized policies were in cifies in the
lowest quartie of madian home valus, but in Cook and Pinellas Counties
the differences were |arger. In Pinellas County 58 percent of the
remaining subsidized policies were in cities in the lowest quartile of
median home valus. in the countiss with V-zone policies (Los Angeles,
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Appardix 11: Comparsen of Remadning
Subsidized Policies with Nonsubsidized
eoligles In Special Flood Hazard Araas

Ocean, and Dinellas) a slightly higher percentage of remaining subsidizad
nolicies were in ciies in the highest quartiie of median home value than
ronsubsidized policies. In Deean County more thian 30 percent of
remaining subsidized and nonsubsidized nolicies wera in cities In the
highest quariile, while in Pima County, very few policies of either type
ware I cities In this guartile. In Los Angeles and Pima countiss, most
nolicies of either type wera in cities in the second and third quartiies. In
Cock County poficies were not concentrated in any quartile.

Additionally, fewer than 2 percent of policies wera in V zones.
Speciically, in the three counties with V-zane policles (Los Angelas,
Ocean, and Pineilas) there were about 1,25¢ V-zone policies comparad
with about 72,000 A-zone policies, In each county, more V-zane policies
were femaining suksidized policies than nonsubsidizad policies. in Ocean
and Los Angeles Counties, most V-zone policies of either type wers in
cifies with median nome valuas In the top quartile within the county. In
Pinellas County the V-zone policies were located in cities in all quartiies
of median home valus,
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